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Foreword 



Colkges and umvendttes currratiy the chaS^e of jm^viding 
quality |sx)grams in a time c{ fiscal con^raints. In an to fst)VKie 
guidance in ineeting this chalknge, N ACU^ comiucted a study <^ five 
puUic imdtutkms that ne^Kmcbd to 6scal ^xess. WhSe ^ ^dy 
mitiaily fixused on letrenchn^t, its results demonstrate tl^ impc^tance 
of realkxation as a k»ig^^fm iie^xmse to msure an institutkm^s academic 
vitality* Thus, the results d* study have important m^^icaticms for 
both i^iblic and independent insd&itkms. 

Thorough review of tlw escpeiiences erf the ui^itutimis enccm^assed 
by this study can provkie vahiaUe guklance to cdl^es and univer^s 
in re^nding to retrenchment and in the devek^ment <rf a rc^mive 
reallocatkjn process. It is cnir fern belief that reaBocatkm is an intcgal 
component of ojUcge and univemty finai^ial marmgeiKnt A dynamk 
reallocation |Htx:ess can inmue that o^^^ and univeisit^ are abk to 
meet the challenges and c^3portumties of the future. 

We apf^cdatc the coc^seratkm of the mstitutions that partic^ttd in 
the study; this willii^ness to rf^are e3q>erknces demonmates the best in 
Amerkan h^er education. 



D.F. Finn 

Senior Vke President 
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Preface 



To meet the need for mfonnatkm on realbcatkm, NACUBO con- 
ducted a study of retrenchment and realbcatbn processes at five pihUk 
ojHeges and univcmtiw: ^ Umversity of Washington, University o^ 
Idaho. University df Mich^an, Mkh:^ State University, and Seattk 
Community Colkge IXrtikt. Thjtst inSitirttons arc k>catcd in three of 
the states that have b^n hit harden by revraue shmt&Qs. As a result, 
the NACUBO midy h^hii^ts eEms by institutions under severe 
political, economic, ard time piessi^K. 

At each institution visited, ^jcct ^aff met with key administrators 
in both academic and 8U|^x^ areas, as weQ as with ^iculty members and 
students who had been involved in retrenchment and reallocation 
acti/itks. 

The initial intent of the NACUBO study was to examine the effects 
of revenue reductk>ns on colfegw and university and to document 
ways m which these in^itutior\s re^ncfed to fiscal stress. In this 
regard, the study focus^ first on retrctKhment car how institutions 
reduced expraditurcs and curtailed q>erati^. However, as inject 
staff visited each inrtituticm, it became dear Aat whik retrenchment 
was common during initial reducticms, tl^ l<mg-term ^s^^oach to fiscal 
stress was rcalbcatkm, or **a i^ocess which redistrfnites rescHir^s 
according to a plan.'' Tterefbrc, tl^ foois of this book has been ex^ 
pginded to include the l^oackr f^ocess d rraBocation, which is crtecal to 
continued viability of in^itutions und» fiscal ^less. 

The book ccm^ste of two parts: (1) an overview d institutional 
approaches to retrenchment and rcalkxatkm, and (2) five individual case 
studks that h^il^t institu^onal ap^oaci^ to retrenchmi^t and 
realkxation. When reviewing tl^se studks, note that the process 
devctopcd by a partknilar o^l^e or unhrersity is bcigely detennined by 
internal and external fect^s in^^ngi^g on that institu^n. Thus, while 
experiences o^ the in^itutkjns studkd can j^vide valuaHe guidance for 
other a^lkgcs and universities^ it is incumbent cm each inststutkm to 
deveU^ a reallocation plan Aat addresses its partkrular rok and misskjn* 

iac 
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Reallocation and Retr^ichment 
Responses to Fiscal Stress 



This chapter i^vidcs an ovcrvkw of two a^ct5 of instittitional 
responses to fiscal ^rcss. Fim, it i^escnts fectors diat influence in^itu-' 
tbnal responses of reaflocation and rctrenchsient; such fectors include 
duration of the fiscal arias, degree of managemait ficxMity availabk to 
the institutk>n, and diver^fication of institutKmal revenue sources. 

Second, important con^nents of c&ctive reallocatson arc described. 
In developing an efiectivc rcallocatkm j^oass, ftar exan^jfe, an institu- 
tion must consider such ekmcnts as feculty and amstitucnt invoivesant 
in the process, ability of an institution to refonnukte its role and mis- 
sion, and need to auintain and/or eiAance the quality of academic and 
suj^rt programs. Finally, ^hroi^hout both retrenchment and rcalio:^' 
tion processes, institutions must assess rfiort^term versus long-term 
costs and benefits associated with these processes. 



Determining Approaches to Reallocation 

The manner in which an institution api^mches reallocation is deter- 
mined by various internal and external feoora. Amoi^ these are: 

1 . Duration of the fiscal crisis. 

2. Efegree of management flexibility available So the institution. 

3. Diversification of institutional revenue sources. 

4. Historical level of recurring program su|^rt. 

5. Ability of administration to communicate with all the institution's 
constituent groups. 

The significance of these factors in shaping reaBocatkm processes at 
the mstitutions studied is described below. 
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Duration cf the Fixc^ Crms 

An insticutkm's response to fiscal stress is often detennin^ by dura^ 
tksn of the fiscal crisis* In pazticubr, diree &ctc»:s that ^pe this 
response are: (1) sk^rt^ m kmg^enn nature of the crisis; (2) timir^ of the 
budget reduction^ and (3) tht mstxtutkm s state of pn^>aredne5s. 

Short' versus Long'Tcm Cm«. Whm inftaHy hctd with a reduction, 
an mftitutbn nonnally a s s ess es ti^ duratxm the crisis. If the situatk^n 
appears to be for a ^ort term, acros&the^boani reduokms usually are 
instituted in all {«)grams. &ich a^kms mclude reductkni or deferral in 
support services^ atch as {^t operation and maintenance; travel 
freezes; deferral of equpwnt purchases; and hirix^ freezes. If the fiscal 
crisis worsens^ a mixture of across^tl^'board and sekctive f^ogram 
reductions are snplemenud. Largest reductkms rK^rmally are made in 
noninstructional areas and in academic pft^rams not central to main in^ 
stractional and/or research jHirposes of the ini^itution, for exan^, cer' 
tain public servkes and andliary activities. In additkm, where poss^, 
there is an attetr^ to make <»tain activities self^pporting, such as 
public radb and tekvisk>n qseratkms, continuing educate programs^ 
and some institutional service. H'possiUe, tuition and foes are raised to 
generate additional revenue. As hope of an eariy solutbn to the fiscal 
aisis diminishes, institutkms in^[^ement major program reductions. At 
the University of Wa^iington, University of Mich^an, and Michigan 
State Univeraty, these reductk>ns were taigeted tlirough an institution^ 
wide program revkw f^ocess, in which the focus was not only budget 
reduction but also resource reallocation. 

Timing cf Budget Reductums, Frequently, kidget reductions occur 
during the academic year. Both Michigan State University and the 
University of Michigan were well into the fiscal year when they 
received an appropriation that was significantly bebw bidgeted levels. 
In order to re^x>nd, these institutions in^)len^ted a number of one^ 
time measures. Mich^an &ate University, for exan^le, imposed a $20 
registration fee surcharge for the winter and spring terms and laid off all 
but essential personnel for two and one^half days. In ad<kion, many 
special projects were deferred. 

The effects of midperkxl budget reductbns are often magnified since a 
5% reduction in midyear usually represents a 10% or more reduction of 
remaining unexpended funds. In addition, fetr fewer options are available 
for reducing esqjenditures if a bucket cut occurs during the academic 
year. Since colleges and universities are labor-intensive, budgets are dif^ 
ficult to alter on a shortterm basis. Contracts with students and feculty, 
for example, must be honored* As a res^ilt, it has been estimated that 
less than half of an institution's pro^cted expenditures are subject to 
reduction once a fiscal year has begun. 
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State of Preparedness. A state of f^eparedness exists at an institution if 
one or more of the following actions have been taken f^r to the fiscal 
crisis* First, contingency funds have been establi^ed to deal texr^rarily 
with revenue shortfalls. In the words of Harold ^lapiro^ president of the 
University of Mich^an, this means **the amvent«3nal and prudent f^C' 
tice of maintaining sufficient finandai liquidity so that if revenues or 
expenditures unexpec^dly increase, SK>n^ can be found to fill the 
gap.'' Second, efforts have been made to reduce ongoxi^ contractual 
commitments with Acuity and staff. In this re^rd, Michigan State 
University's special retirement c^Jtions and intraHiniversity tranters 
represent an excellent af^^oach to faculty and ^aff reductions. 

Third, a state of prejmredness exists when revkws of an institutk>n s 
role, mission, and programs are part of an ongoing manager^nt process. 
Review processes, such as the Univereity of Washington's "^university 
review process,*' enable administraiors to make in^Dm^d and responsi^ 
ble reallocation decisions. These reviews enable the institution to iden^ 
tify areas in which long-term reductbns or realIocatior\s may be 
necessary. For such review and sound institutional planning, adequate 
institutional data bases are essential* 

Fi ruittcial Management FlexibtLity 

Flexibility in finandal management is another critical elen^nt in deter^ 
mining an mstitution's re^nse to fecal stress. Ability to cany forward 
funds from one fiscal year to the next, for example, can allow an institu- 
tion to build reserves gradually and systematically and be in a better 
position to respond to fiscal crisis. Ability to establish reserves, 
however, should be exercised carefully since existence of such reserves 
may provide an excellent rationale for further reductions in state suf^rt 
of a public institution's base budget. 

Another element of finandal flex&ility is the ability of an institution to 
transfer funds among budgetary units and between expenditure 
categones. The University of Idaho, for example, found that such fleX' 
ibility enabled it to respond vmre effiecivcly to bucket reductions and 
pcnnitted it to minimis the impact oi rcductiuxtS on key institutional 
areas, such as blsraries and student services. It should also be noted that 
benefits denved from such actions can be ina^ased if flexibility is a|^Iied 
not only centrally but also at college and departmental levels. 

Some institutions studied, Michigan State University in particular, 
made judicious use of cash managen^nt techniques in '."esponding to 
budget reductions. Position control systems and central capture of 
salanes from vacant faculty and staff positions are two n^thods of 
obtaining funds to offset revenue shortfalls. Some institutions also 
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achieved cost reductions by consolidating or n^tgi^ existing offices or 
programs. 

Cost saving can also be achkved by xnve«ing funds in the uj^ding 
of management f^ocesses and jsoadurcs. The University d Idaho, ^ 
example, has in^^vcd its internal Inidget management procedures 
through innovative use of com|Hiter tcchnok^. &aiiarly, Seattle Com^ 
munity Col^e has made cfiective use of an automated library reference 
system— the Washix^iton Library Network— to in^rove library 
operation. 

Diversificatian Rcveime S(myc€s 

A diversi&a ion of rcv^ue sources is helpful in avoiding major 
dislocations caused by dra^c fundir^ r^iuctions. Because cf the diver- 
sity and compositkm of its funding souk^ the University of Michigan, 
for cxas^c, has had more fiexiMrty in responding to budget reductions 
than institutions that are totally dependent on state appropriations. In 
addition, 'd a college or university is able to set tuition and fee kvels, it 
may partially ofi&et losses in ^te ^q^port by increasing tuition and fee 
revenues. This optk^n was avaikbk to the l^niverdty of Mich%' n and 
Michigan State University hit not to the University of Washington or 
the University of Idaho, whose tuition levels are set at the state level 

In order to diversify their revenue source certain irxstitutions in- 
creased their devebpment activities. At Michigan State, for example, 
the commrt3nent of funds to a number of small capital can^jaigns enabled 
the university to raise $9 million. In additkjn, other institutions, such as 
the University of Mich^an, are seeking to strengthen their ties with 
business and industry. 

Historical Level of Recurring Program Support 

An institution's historical level of recurring program support is a major 
fector in detennining its approach to retrencbnent or reallocation. New 
institutions or thiose with a recent history of budget reductions have 
fewer financial options in responding to retrenchn^t. Michigan State 
University, for example, grew rapidly during the 1960s and 1970s. In 
the process, it greatly expanded the scope and def^ of its fKx>gram offer- 
ings by adding departn^nts, colleges, and px>fessional schools. By the 
1980s, however, state suj^rt for h^er education had declined. In 
approaching reallocation the board of trustees thus noted: 

The one option we do not have is to rco^nmend minimal changes or no 
changes. ,tht decision j»t>blcm we fecc is radkally difierent. Our dcd- 
sson profc^ 1$ which p^jgiums should be sustained and which should be 
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curtailed or eliminated. Michigan &ate cannot be alt things to all pec^^. In 
&ct, the University is n : unded at a level which will albw it to continue 
all Its current jrograms. {Coordhmed Pfoposds, I98i ) 

Recognizing this, Michigan &ate University has been guided by a 
fundamental con^deration in realbcation: all irograms and activities 
must be examined in terms of their centrality to the universty^s role and 
missk>n. 

Effective Ck>mrnurvicatian wilh Constituent Grot^ 

A final &ctor that infiuences reallocation is the administration's ability 
to communicate with all institutional constituents. An adequate 
dialogue ^ould be maintained not only with students, Acuity, and staff 
but also with alumni, the geneml ^blic, and leaders in business and in- 
dustry. It is essential that these grouf^ are informed reasons for 
reallocation and the optK>ns available to them. In this regard^ ad' 
ministrators should |Hir^e a middle course between dramatic predict 
tions of doom and a bw^kcy af^^oach which understates the real impact 
of reductions on the institution. As evidenced by experience of the in-' 
stitutions studied, an informed faculty, staff, and student body help to 
insure the success of reallocation. 

Developing a Reallocation Proc^ 

Important elements to consider in developing an eSective reallocation 
process include: 

1. Faculty and constituent involvement in reallocation. 

2. Assessme-nt of institutional role ?nd mission. 

3. Quality of academic and support programs. 

4. Long'tcrm versus short-term co^ and ben^fes associated with 
reallocation. 

Facidty and Ckmstituent lyivdLvement in Reallocatian 

To be successful, thz reallocation process should have the active in^ 
volvement of faculty, students, and other constituent groups. At a 
majority of the institutions studied, a steering committee composed of 
senior administrators, faculty, and students was establi^ed to guide 
reallocation. At the University of Mich^an, this body was the budget 
priorities committee; at the University of Washington, an ad hoc plan^ 
ning ^oup which included the provost, vice pre^dent for health 
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sciences^ dean of the graduate school, and chainoan of the Acuity 
iicnate s council on i^annirg and prkMtkB. 

Most institutions visted found tliat kvel and quality of communica-' 
tk>n among all staff in^^ved during the reallocatbn |m>cess. Once the 
need and ratkmk for reallocation were explained, Polity and staff", and 
particulariy acadcmk and financial administrators, ax^jerated to make 
the process work. 

Assessment of Inrtitution^i Rde and Mission 

A thorough understandirig of an institution's role and mis^on is the 
foundation on which a succes^ realbcation i^ocess must be buik. A 
program review process that is omducted within the context of in^itU' 
tional Tok and mission hc^ to identify hi^ priority areas and those in 
which programs should be reduced or eliminated and rtsouK;es 
reallocated. In 1983, for example, administeators at Michigan &atc 
University declared: 

Maintaining academic cxcelknce in the mkist erf changing financial condi^ 
tions demands constant attention to the university's mission and goals and 
requires a continuous jroccss of univeraitywkie strategic planning. 

The University of Michigan referred to its rok and mission staten^t 
in identifying six programmatic (r3.ther than organi^ationai) areas as 
beneficiaries of realbcation: 

• Faculty and staff salaries, 

• Research, including generating better incentives for research. 

• Undergraduate teachir^ and inc^tives for better teaching. 

• An improved level of merit-4>ased suj^rt for graduate students. 

• Funds to regenerate the budgetary capacity to respond to new 
mteliectual devebpments and sodal needs and to provide for 
selected program growth and develqsment. 

• An improved level of suj^rt for instructional and research 
equipment and renovation of physical fecilitks. 

Siyaiity of Acodetnic and Sup^>rt Programs 

A concern for maintaining or enhandr^ institutK)nal quality undcriks 
most reallocation plans. While n^asuring quality remains a dfficult task, 
program reviews combined with input from other sources, such as 
accreditation reports, help to identify strxmg and weak areas of an in^ 
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stitiition. At the Univemty of Washington, for example, the quality of 
faculty and of graduate programs has been of major concern. As a const' 
quence, salary merit pools have not been useo to o^t reduced ^f^rt; 
rather, they continue to be used for their intended purpose, in the belief 
that high<|uaircy feiculty must be rewarded. Also, no reductions have 
been made in the graduate research fund. 

Longrterm versus Shcrt^term Corts and Benefits 
As&jciaftd wi^ Keallocatian 

In developing reallocation processes, administrators mmt be sensitive 
to both the short' and iong^tenn implicatbns of their actions. 

Rtdvuxion in su^^xnt units. Whfle su|^rt areas are often anK)ng the 
first targets for retrenchment or reallocation, reductions in these areas 
may have negative kmg't^rm c&cts on an institution. For example, an 
institution s inability to cotr^jly with state reporting or audit re^ 
quiremci*ts can adversely affect the mstitution's refKitation with the 
state and other funding source. As a consequence, such a loss of insdtu^ 
tion:il credibility may n^an that funds allocated to the institution will be 
further reduced. Similariy, reductions in student services can impair an 
institution's ability to attract aid retain high<3[uality students, feiculty, 
and staff. Quality of instruction and research programs can also be 
adversely affected by inadequate suf^rt. 

When considering reductbns in the support area, administrators 
should be aware that &lse economks may result when reductions in 
departmental support n^rely result in increased demand for central 
support services, such as accounting and purchasing. 

Deferring equipment purcha^. Deferral of equ^ment purchases can 
provide som2 relief from short-term budget reductions. La the bng run, 
however, inadequate funding of equipment car lead to serious erosion of 
the capacity and quality o^ instruction and research programs. Inade- 
quate facilities and equ^ment can also impair the institution's ability to 
attract research grants and contracts. 

Exdudicms in library services. Ava5ab3ity of adequate library services 
is critical to the instructional and/or research mission of an institution. 
Reductions in breadth and diversity of a library's collections, in its hours 
of operation, and in its range of services can seriously impair the instftU' 
tion's ability to provide adequate support to instructional and research 
programs and its ability to attract and retain h^-quality students, 
feculty, and staff. As a result, what af^ars to be a short-term solution 
to budget cuts can result in major long^^term problems. 

Deferral of pknt mmntcnance. Deferring plant maintenance can have 
long-term implications for the institution's academic programs. If pro- 
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grains cannot be adequately housed or i£ libury a)lkctk>n$ and research 
equipment cannot be adequately i^tected, the institution runs the risk 
of undermining its instructional and research capacity. In addition^ 
jetetiorating fedlities and equ^^cnt expose the institution to pot^tial 
legal liabilities resulting from aaidents and/or injures. It is ia^rtant to 
note that such liabilities might o&et savings &om cost reductions in this 
area. 

Concliision 

A fundamental question en^rges from the i^vious discussbn: are 
institutions improved by goii^ throi^ retrenchment and/or lealloca- 
tion? Concerning reallocation, the e:-periences of the institutions studied 
are generally positive. ^\ fanning document from the Universsty of 
Washington, br exan^e, ^tes that: 

A university can omtiact in si% and scq>e without lo^ng its claim to 
excellence. If choices ^dng it are L.ade well, based on carefully devel<^)ec^ 
plans, cxc^Ikncc need not su&r. Some activities of tl^ university may b* 
reduced in scope; others may be eliminate as the university carefiill 
restricts its range of offerings. The result^ it is hoped, will be an insotuti): 
of excellence ready to n^ct the chaiiei^es of the next century oi? a stable 
and predictable financial fbundatk>n, {Lmg^Rmge Prchlar$, Desires, u)vi 
Pfianties, I9S2.) 

Other institutions currently involved in reaHocatbn have found that 
this process has improved Acuity and staff understanding of iie institu- 
tion's role and mission and has helped in setting institutional jmorittes. 
Realloca tion has also pron-pted ^ in^Jepth discussbn of the long-- and 
short'term implications associated with altematVe decisions. 

It is imperative that the hstitutional admirAistration understand the 
process of resource reailocati^ i and be awar?^ of altertutive processes for 
implementing it at their - :st jtions. if colleges and uni^^^rsities are to 
meet the challenges facing tin 2 in the years ahead, realLs^tion must be 
made an integral part of in^dt^ lonal managers 
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Only two years after he had hecogie jsesident of the University of 
Washington, WiBiam P. Gerberdmg was forod to revise his assump- 
tions about the in^iwtkm's future. As a new |«skient in sumn^ 1979, 
Gerberding launched an academic program and fiscal revkw process to 
become &miiiar with institutionai operations and plan for future 
devebpmcnt. The University of Washington's f^ognosis was for 
growth, not for rctienchn^nt and realkxatKm. However, changes in the 
date's economic outlook between 1980 and 1982 forced major bucket 
cuts at the university. 

Institutional Profile 

President Gerberding's opdm^c view was linked to the state's 
{^ospcring economy in the late seventies. Under «ate policy, the legis' 
laturc has full control over jHiblk: institutions' revenues. The legislature 
sets tuition and fees, and insttoitkms deposit this incon» in the state 
general fund, so there is no relatk>nsh^ between tuitbn revenue and 
state a|:^rofHiatk)ns to col^es and universities. Furthermore, state 
policy requires that increases in bcal inomie be considered ofects to the 
general fund ^^»ropriatk>n. 

As a rcsuk, the university does not control its tuitbn and fees nor 
docs it benefit from other sources of revenue that flow directly into the 
state's general fond. The university is thus reSiicted in managing short- 
range &iandal emergences and subject to un|^dktable and immediate 
hidget reductions when state revenues feil to meet anticipated levels of 
income. This situation is exacerbated when the state cioes not carry 
^^rainy-day** reserves. Moreover, as a result of legislative actions in 1981 
and 1982, the univei^'s capital hidget and operating budget are in 
direct con^tition with one another, each being heavily dependent on 
the san^ general fond rrvenue base. (Previou^y, sources of capital 
revenue were used for operatii^ purposes to augment state general fond 
operating aj^ropriations.) 

AcaderiiK^^y, the University of Washingtc^ is a leading research 
institution, ranking fourth in the naticm m amount of federal fonds 
received and &st asKjng public universities. It has relkd on grants and 
contracts for the last several years to naintain its research position. 
During 1982, total inconn* from grants and contracts surpassed state 
support for the university. In 1980-81, grant and contract income 
totaled $162.9 million; in 19S1-S2, it increased sli^tly to $163.3 milHon 
and in 1982-83 stood at $171.3 million. On the other hand, state 
general fond tax sup^rt was $172.4 million; $138.3 million if tuition and 
fee deposits to the general fondfi are excluded. 
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Graduate students in Masters and Ph.D. |»ograms accounted for 22% 
of total enroUn^t, or 7.710 in 1^1. EnroHmcnts in professional 
schools— medicine, dentistry, and law— aaount for 4% erf the ^dent 
body, but have grown by 33% over the decade. 

On the undergraduate level, headcount enrollment in &I1 19"^ was 
just over 24,000. Demand for admission to the univeiisity is high and 
long-range plans formulated in 1982 inject a «al^ M headcount 
enrollment of 35,250, resulting in an FTE enrollment of 31,000 for each 
academic year through 1<^. Given the state of Washington s eam<my, 
this projection may be overly of^imistic. The c^jwating budget inquest 
assumes a carry^forward budget adequate for an average annual enroll^ 
ment of 28,500 FTE students, a^id seeks addicbnal funding erf $12.3 
million to accomnKxiate a higher average annual enroQment of 30,000 
FTE students. It is likely that the university's 1983-85 FTE enrollment 
will be 29.500 FTE, significantly bwer than 31,000. 

Between 1980 and 1982, this information and nK>re was sub^ctcd to 
an intensive review, Suf^rt service academic programs, loi^'term 
goals, and mstitutional missk)n were scrutinised. As the state economy 
went rapidly downhill, the univei^ity was forced to consider all these 
aspects of institutional activities in making reductions. 

Chroriology 

The Umversity of Washington's turnabout in expectations over a 
two-year period parallels the experiences of Washington state during 
the same rime. University reallocation and retrenchn^t were caused in 
large part by overoptimistic state Imdgetary actions. 

Washington state's economy outlook was good in the summer of 
1979. It had experienced population and economic growth unparalleled 
in its history and significantly greater than that of the ojuntry as a 
whole dunng the late seventies. The state legislature thus be^ the 
1979-81 biennium by ^nding generously. It ob%ated all of its current 
revenues anticipated fix>m rontinucd cconomk growth and nearly all the 
surplus accumulated to that point to fund current programs and to start 
new ones. 

However, as the state's economy declined, the governor and 
legislature were required by law to keep expenditures in line with pro- 
jected revenues. Consequently, a flurry of state actions resulted in 
budget cuts m all state agendes, to which the University of Wa^iington 
was no exception. 

The 1979-^1 state appropriation for the university was $378.5 million 
(in 1981--83 dollars), including tuition and fees of $47 million and a 
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capital fund balance diversion of $2L3 million. The net state tax 
appropriation was $310.2 million. In July 1981, the new a[^ro|^tion 
was $384.8 million, including $70.6 miliion from tuition and fees and a 
$55.4 million capital fund baiana diversion, a net state tax aj^ropria' 
tion of $258.8 million. The university was subjected to three irore 
reductions, resulting in a total appropriation of $348.9 million by July 
1982 for the 1981-83 biennium, including $73,3 mfllion from tuitk>n and 
fees and a $48.3 million capital fund diversion, a net tax a{^>ropriation of 
$223.3 million. These %ures deimnstrate that the University of 
Washington was significantly affected by state ecjuomic problems- 
absolute state budget reductions of $33*6 million, state use of the 
university s capital fund balances ($48.3 miliion), and significant in*- 
creases in student tuition and fees ($26.2 million in constant dollars). 

This case study chronicles how the university responded to its inclu' 
sion in Washington state's budgetary whirlwind. Table I shows the 
chronology of events. 

TaWe 1 

Date Action 

April 1980 Budget cuts ordered equal to 3% of second year budget ($4.7 

(1979-81 million). Selective and differential reductions made in 

biennmm) nonmstructionai support services, and public service and 

ancillary activities. 

Summer 1980 State agenaes ordered to submit target budgets that are 12% 
below existing carry'lorward budgets for 1981-83 biennium. 
Formal review process— the "university review"— begun. 

October 1980 Additional budget cut ordered equal to 2% of second-year 
budget. AcrosS'the-board reductions occur, pending comple' 
tion of university review. 

Apnl 1981 Legislature enacts 1981-83 budget aj^roximately equal to 

previous biennium budget^ less budget reductions already 
taken {$7.8 million shoirfell of amount needed for 1979-81 
budget, given built'in escalator factors). 

Legislature also mandates a 70% increase in tuition and fees 
over next tvv'o years, money being deposited m state general 
fund. 

Selective cuts made to compensate for shortfall, 
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September I^I State agencies c^tiered to begin cutting I98!-S3 gei^ral fund 
iHidg^^ by 10.1%, a tota! oi $32 mjHion at the umvei^ity. 

Board of regents, at i^'ydent's requ^ declarts a state of 
Snanrial emergency. 

November- Spcda! kgisl . scsskm passes fevcnuc adju^ments, 
December 1981 reducing university's cut to 5.5%, $17 mflbon. Dcdaration 
of s^we oi finandai emergeiKy resdnckd. Selective and 
ariosi^e'^oard cuts mack, largely in support sovices (stu^ 
dent services, adimni^tive s^vices, and i^y^cal ^knt). 

/^pril Legislature |»sses new ^v^ue s^asures, Injt redu^ state 

progjams further. A 2.^ reduction, totaling $6 millkm, 
taken in cme^ime reductions. 

juiy 1982 Lcgishturc enacts new revenue measures, reduces univer^ 

sity*5 budget by another 2.2%, or more than $7 million. One- 
tic^ reductions made. 

Fall 1982 Three- to four-year devek^jed to efect permanent 

ravings of $13 million, taken on a temporary l^sis in April 
and July. 

1983^ budget request reflects $38.5 million (12%) bidget 
reductions &om 1980-82. 



Approaches to Reallocation and Retrenchix^nt 

In a review of the university's activities from 1980 to 19S2, it was 
stated in an institutional planning document that: 

A university can contract in sise or scope without losing its claim to 
excellence. If the choices &dng it are made well^ based on carefully 
developed plans, excclkncc need not suffer. Some activities of the univer^ 
sity may be reduced in scope; others may be eliminated as the university 
carefully restricts its range of offerings. The rcsuk^ it is hoped* will be an 
mstitutkjn of cxcelkncc ready to meet the challenges of the next c^tury 
on a suble and predktabk firundal foundatfen. (Long^ange PrdAems, 
Desira and Primilics, 1^2) 

To attain this goal, the university took three courses of action: (1) in^ 
stitutionwide reviev/ of programs and support services, (2) cuts in sup- 
port services, and (3) retrenchment and reallocation in academic 
programs. 
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Review Processes 

It is generally belkved that institutkmai j^t^ram reviews shouki gukie 
retrenchn^nt and reaSocatksn pnoo^sses* Such reviews can htip inst^'* 
tions dedde what is ess^tiai to their rok, misskm, and inststutk^nal 
quality, and consequently what can be discarded reallocated under 
severe financial corxstraints. 

The University of Washiz^^ton used two internal fcv«w fsocxsses to 
dedde where it couki reduce su|^rt services arui academic programs* 
The university already had revkw jsocesses in c^)eratK}n wl^n the 
budgetary axe Srst feU, and it initiated an even more comf^ehensive 
review once it becan« a|^5arent that further cuts would be necessary. 
As results of this second review became availaUe^ reductions be^ to 
be more sekctive rather than across^e^board. 

President Gerberding instated the first revkw after he came to the 
can^His in sumn^r 1979, A serks of overaH academic program revkws 
were conducted w^ ei^ch dean to acquaint the new f^eskient with 
operations of the univer^ty*s major o^lkges and schools, induding ptcky 
lems« strengths, and goals. In addition, all administrative units 
participated in a modi&d zero base hidget revkw ^oass in order to: 
(i) identify their reactive administrative support activitks, personnel 
associated with these activities, and rationak for the activity (man^' 
datory, required, necessary, or usefixl); and (2) assess program effidencj? 
and effectiveness. These revkw ^^ccesses were used to re^xmd on a 
differential basis to the fir^ hidget cut of 3% ordered in 1980.* 

The second review process— the univer^ «vkw— was launched 
after the governor ordered the univ^sity to ^bmit a target kidget that 
was 12% below the carty^forward budget for the 1981-85 bknnium. 
This order underscored the university s need to plan for potential 
budget cuts and to devebp long-range plans that keyed university pro' 
grams to diminished financkl resources. The univemty review provkied 
the rationale which would be used to make later decisions on budget 
cuts. It also provided an orderfy i^anning document on which the 
university community could rely during the more un|:«:edictable pxyctss 
of state^-mandated cuts. 



•Furthermore, all graduate |^:ograms ore revkwcd r^ularfy, and the results 
are made availabfe to deans and departments for use in j^ogram and resource 
planning and in budget alkxation dcdwons. These reports arc reviewed by the 
central administration .is well as by deans* chairpcrscms, and dcpaitsncntal 
feculty. 
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The fim stage of the university review was initiated during the 
1980--8i academk year. The feculty senate developed criteria that 
academic units would use to review their fxograms; deans and vice 
presidents submitted unit self^assesssKnts; and &culty task forces, 
appointed by the f^vost, evaluated revkw docuu^ts whkii had been 
prepared by both academic su^x^rt and institutional suf^rt units. 

In the 1981-82 academic year, the university revkw was continued in 
an atmosphere of financial crisis, ^tc revenues declined prec^Htousiy, a 
situation that forced the governor to estimate that the university s 
operating budget would have to be cut by an additional $32.1 million 
(10.1%), Faced with that pro^ct, the board of regents, on the recum^ 
mendation of President Gerbcrding and the fecuky senate leadership, 
declared a state of financial enaergency. As a resuk of the regents* 
action, the university admini^tion, in consukatm with the feculty 
senate 8 financial emergency committee, p-occeded to plan for a 10.1% 
reduction. Because of its si^e, such a rcductbn required that the univer^ 
sity review also include reduction and elimination of academic programs. 

For a time, university efforts focused on this new crisis. Legislative 
actions m November 1981 ameliorated the situatk>n, reducing the 
ordered 10.1% cut to 5.5%. 

In December 1981, the bc^ud of regents declared an end to the state of 
financial emergency on the advice of President Gerbetding and the finan^ 
cial emergency committee. The 5.5% reduction was implemented on the 
basis of program and budget reviews conducted in preparing for the 
10.1% reduction. Hie reduction had a heavy impaa on pub^ service 
and ancillary support services (differentially) and on central 
administrative services and phy^cal plant operation and maintenance. 
Once the 5.5% cuts were in place, the university turned its attention to 
completing the university review. 

In February 1982. the provost established an ad hoc planning group to 
assist him in identifying and developing mixes that would af^ropriately 
guide umversity planning. As the provost explained in a letter to the 
academic deans, dated February 4, 1982: 

The Ad Hoc Planning Group will assist mc in formulating a first draft 
University Review docun^nt for subsequent discus«on with the board of 
deans and the faculty senate. To assist us in drafting this docun^t, the 
Ad Hoc Planning Group will meet with individual skans to review their 
bng-range pians. Because the Umversity Review materials, submitted by 
colleger and schools in the spmg of 1981, varied considerably in depth, 
coverage of issues, and p^sentation, the Ad Hoc Pknnir^ Group for- 
mulated a series of principles and questions it believed would help the 
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university and its coQeges and tciKX^ address bng^ange {banning. The 
pnncipJes ami questions were skrived from tl« Umvcfiisy Review 
matenals, the crrteria {\x acadfmy pcogram review fimnulated by the 
feculty senate, and the |^ans which were under discussksn during the sta% 
of financial emergency. 

This ad hoc plartfiing ^up included the povost^ vice presidait for 
health sciences, dean and associate dean of the Graduate School* dean of 
the College of Arts and Sciences, and chairperson of the fecuhy senatc^s 
council on planning and priaities. The group was assisted by the vke 
provo^ for plannir^ and Inidgeting and numbers of his staff. 

The planning group met with each dean durir^ Fcl^uary and March 
1982. Subsequently, each dean sulsnitted a written report based on 
university review qucstk)ns and any additkmal issues that arose. After 
meeting with deans, the f^anning group identi&d major bng<ange {dan^ 
ning issues that emerged fiim written reports and formulated 
preliminary plans for addres^ng them. 

Equally concerned about these issues, the feoilty senate executive 
committee established an ad hoc task forc« on long-^rangc {banning to set 
forth the feculty perspective on f^anning issues. The task forc« was 
appointed in April 1982 with the charge **to re^^mine the fundamental 
assumptions of higher education, partKulariy as they relate to the 
university." The task force corisisted of seven feculty n^frfjers chosen 
from various departments in the College of Arts and Sciences and pro^ 
fessionai schools and colleges, with the chairperson and vice<hairperson 
of the faculty senate as exK^do n^nbers. Four merx^rs of the group 
were to be ap^inted by the senate chaiiperson to serve on the ''merged 
task force," which would write the university planning report. 

The ad hoc task force n^t during April and May, 1982, dividing its 
work among various subcommittees. In the report suteiitted to the 
senate executive comunittee on May 14, 19^, Ae task for^ Bent^d 
issues and fundamental assumptions concemii^ the university'^s role and 
mission, organization, ^ructure, fiincdons, and educatbnal tasks. The 
report was submitted to the faculty sena^ and endorsed in |:rindplc as a 
planning guide on May 20, 1982. 

With these two reports in hand, the provost and the feculty senate 
chairperson appointed a university task force on long-range f^anning to 
develop a single, final university review report. This report was drafted 
over the summer of 1982 and reviewed in the fall by deans, vice 
presidents, Acuity leaders, and administrators. The final report was 
published on November IS, 1982, and distributed to all &culty and 
other interested parties* 
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Reductions in Support Services 

During periods of retrenchment, suj^rt services frequently are first 
to expenence reduction and those at the University of Wa^iington 
were no exception. Both institutional and academic ^iupport services 
bore the brunt of budget cuts. Staff losses were high. By M 1982, a 
planning document concluded: 

One of the egregK5Us liabilities of recent undirfunding has been the general 
inadequacy of suj^rt to university px)grams. Instructional and research 
quality have clearly been impaired by the lack of suf^rt funding, and the 
inadequacy has been felt irore severely in some areas than others. Once a 
detenninauon u reached as to whKzh prc^rams the university shall con- 
tinue to offer, these prc^rams must be jHOvided s%niScantly anpoved 
support funding. 

The university faced its Hrst budget reduction in April 1980, and the 
central administration relied on President Gerberding s initial campus 
revievw? to decide v^rhere cuts would occur. Largest reductions were 
made in noninstmctional support services and in andilaiy academic prO' 
grams that were not considered es^ntial to continued functioning of the 
university (certam public services and support activities). Support 
services were flinher cut in October 1980 when the university levied an 
across-the-board cut of 2% in response to new state orders, and pending 
conclusion of the university review. 

But the biggest blow to support services followed the order to reduce 
the university budget by 5.5% or $17 million in December 1981 (as 
opposed to the threatened 10.1% cut). Following intensive com- 
mumtywide discussion of university review documents, the administra- 
tion first focused on centrally directed selective reductions in areas such 
as public services, student services, administrative functions, physical 
plant-related functions, and other ancillary suf^rt services. Once these 
selective reductions had been identified, efforts were made to cut as 
much as possible from support units. Target reductions were sent to all 
nonacademic support units; the latter were asked to indicate plans for 
making such reduaions and the anticipated imj^ct of these reductions 
not only on directly affected units, but also on academic prc^rams, other 
campus units, and the university's ability to function efectively in the 
long run. After these cuts were made, remaining reductions occurred m 
academic units based on the university review. Table II summan2;es 
these cuts. 
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Vtm/ersity cf Washin0an 
1981-83 Btetmsum Carryforward BM^et Reduction &immary 



Btenmol 


Decrmher 

1981 
Reduction 


October 

1982 
Rfdttction 


Total 




01 Luttuction 


212^ 


5.692 


U.800 


17,492 


8.2% 


02 Reaeaich 


4M7 


262 




262 


6.2% 


03 Pubiic Service 


1.3S1 


307 


— 


307 


22.2% 


04 i^imacy Support Servk»t 


21,994 


1.8SI 


— 


1.8Si 


8.6% 


Total Academic Programt 


240.199 


8,142 


11.800 


19,942 


8.3% 


OS Libranes 


23.909 


1.475 


8 


1.483 


6.2% 


06 Scudent SetvKes 


12,433 


2,6802 


lOS 


2,788* 


22.4% 


07 Ko^jiCals Academic Suppoct 


27.026 


1,537 


204 


1,741 


6.4% 


OS Institutional Suppoit 


38.TO3 


3.116 


432 


3,548 


9.2% 


09 Plant Operation and 
Maintenance 


48,703 


4,S0S 


S2S 


5,336 


11.0% 


Total 


390.973 


21.758 


13.080 


34.838 


8,9% 



^Bcgmnmg kvcl cany^forward budget net of dedicated income and bdktct co^ revenue. 

2Net real reduction of $i»O36,0CX) gven k^xmc c&et d $1,644»000. 

^Net real reductktn of $1,144,000 or 9.^ pvcn incc^ <^t $1,644,000. 
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Busintss and Financud Services 

Efiects of cuts in kisiness and finance between July 1979 (before cuts 
were made) and July 1982 arc shown in Table HI. 

Largest decreases in number of staff PTEs were sustained in bidness 
and plant services and in personnel scrsrios; these decreases were 
168.74 and 6.39» rc^ctively. 



Qygantgghorutl Element 
Vice President 

Adinm»lraavc Data Proc^ssinj^ 
Business and Plant Scrvkef 
Fmancnl Services 
Internal Audit 
Personnel Services 
Total Business 6^ Firiance 



Table m 



AutHonseci Authorised 

PTE FTE PTE Percent 

July I, 1979 ]%dy 1> 198Z Decrease Decrease 





4.75 


1.7' 


27% 


105.80 


105.30 


.50 




1,06963 


900.S9 


168,74 


16% 


176.85 


172.87 


3.98 


2% 


7.58 


7.58 






78,04 


71.65 


6.39 


8% 


1,444.40 


1263.04 


IS1.36 


13% 



For the biennium 1981-83, total reductions in institutional suj^rt 
amounted to $5,548,000, or 9.2% of the budget, 

Custodid Services. The hardest-hit unit v^hhin hi^ess and finance 
was the custodial program. It lost 42 posit^n** betweoi July 1980 and 
November 1982. Consequently, the ratio of hiilding area served per 
FTE custodian rose from 29.000 square feet to alaK>st 35,000 during this 
period, a 20% increase. Because health codes inquire daily clcami^ of 
restrooms and publir areas* the overioad was assigned to classroom and 
private office cleaning. Window wailing was elininatcd from the 
budget, but because of compiaints, is now done on a recharge basis in 
some areas. 

Police. Budget reductions resulted in a loss of 25 permanent FTE p^i^ 
tions in the police departs^nt. As a result, there is one less o&cer per 
shift on average. Regular foot patrols were repl^d by ^radic hiilding 
checks. Security services for special fadlitks (such as an art gallery) are 
now contracted out to a private company. 

Audit. In the audit departn^nt, even the loss of two new unfilled staff 
positions was critical, particularly since new concerns had developed 
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about fiscal mtegnty. As funding leveb declined, campus departments 
sought new and creative methcxls of generating income. Reductions in 
departments' administrative staff sup^rt decreased their capabiHties to 
monitor their operations adequately. Many departments sought 
assistance from the understaffed audit department; however, the inter- 
nal audit workload increased substantially because of additional exter- 
nally mandated audit requirements and the formation of new campus 
recharge centers. Furthennore, audits totaling 270 days were deferred 
for 1982. 

Academic Si^port 

In academic support, umversity libraries were protected, but still lost 
nearly $1.5 million. According to a university planning document, this 
substantial reduction has meant that* 

A significant number of titles that would otherwise have been acquired 
will not be available on the campus; titles that can be j^chased take 
longer to appear in the card catalogs; it is more difficult to use the libraries' 
-x)llections because many of the units are open fewer hours; it is also more 
utfficult to use the coliecrions because not only are there fewer staff to pro- 
vide aU levels of assistance, but the librar-r'' program of providing insLOic- 
tional services that result in users being i: er able to help themselves has 
been drastically reduced; finally, it is no longer posable to attract and 
retain the top<^uality staff that is essential to the libraries and is, thus, 
essential to the university's programs. 

Total reduction for Ubrarks dunng the 1981-83 biennium was 
$1,483,000, or 6.2% of the budget. 

With regard to mstructional support, severe limitations were imposed 
on clencal and scientific stafiing, supplies and materials, and travel and 
contracted services. Accordmg to testimony firom both faculty and 
administrators, these deficiencies had a serious impact on the quality of 
mstruction. Lack of instmctional support and salary detenoration were 
major causes for loss of faculty and staff, who went to more favorable 
employment elsewhere. 

Equipment funds also sustained major budget reductions. Ettorts to 
correct equipment defiaencies almost ceased during the 1981-83 
biennium, when the equipment component in the operating budget was 
elimmated. Although $6.8 million was provided for equipment in the 
capital budget, continuing budget reductions and capital revenue short- 
falls because of declme in timber sales on university lands have virtually 
elimmated equipment replacement. 

Total reduction for primary support services during 1981-83 was 
$1,881,000 or 8.6% of the budget. 
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Rcductians in Stt^dent Services 

Student service sustained a ;^duct^on of five FTE staff. Conse^ 
quently^ remaining staff assumed additional duties, cau^ng students to 
wait longer for service and increasing their general frustration with the 
system. Moreover, other university units now must provide information 
and assistance for which they previously relied on the student affairs 
office. 

Overall, significant cuts in support servi^s have adver^y effected 
staff nK>raie. Staff have been laid off, workload has increased, and, most 
important, those who continue to work in these areas see the business of 
the university filling ferther and fiuther behind. 

The total reduction for student services was $2,788,000, or 22.4% of 
the bucket, during the 1981-^ biennium. 

Effects of Retrenchment 

on Academic Programs and Factdty 

Academic programs and faculty are at the heart cf a college or univer^ 
sity and are key to impletmnting the institution s role and mission. 
Thus, during the onslai^t of budget cuts between 1980 and 1982, 
academic programs becan^ subject to cutbacks only after support 
services were reduced, and sufiered comparatively less. Nevertheless, 
budget cuts were not insignificant. Reduction in academic programs 
catalyzed a thorough re-cvaluation of unit contribitions to the essential 
role and mission of the university and forced departments and schools to 
reexamine and, in some cases, to redefine their goals. 

Following the declaration of financial emergency and sul^equent lift'^ 
mg of that condition, academic j^ograms were subjected to certain 
budget cuts in winter 1982, Central administration made cuts on the 
basis of data developed by deans during the financial emergency. The 
deans determined reductions for their coUeges after receiving final reduc- 
tion figures (see Table IV). 

Cuts m academic programs made instruction less flexible, reduced 
opportunities to attract new feculty, and increased academic workload. 
For example, faculty positions were eliminated through attrition, 
resulting in fewer classes and more multiclass sections. Part-time, 
temporary, annual, and visiting {faculty were reduced. Faculty workload 
mcreased, but there was less support staff to assist faculty members. 

These reductions were mild, however, compared to the hard decisions 
that followed in April and Tune 1982 and ultimately in October of that 
year. That spring, a series of legislative actions resulted in a $13 million 
reduction m financial support. The university took certain one-timeonly 
measures to deal with this new cri^, including offering early retirement 
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1981-83 BiermUim Carry-Forward Budg^ Bjeductian 
Co&ege and School Summary 





Bienniol 

Reduction 
Bate* 


I9SI 
Reduction 


% 


lyoZ 


* 




% 


leneral Univmtty 
















Architecture 6^ Ufban I^anning 


4^,446 


(117,736) 


(2.6) 


(9^,000) 


(21.3) 


(1,087,736) 


(23.9) 


A'ts 6^ Sciences 


73,520,110 


(1,719^10) 


(2.3) 


(4,280,000) 


(5.8) 


(5,999,210) 


(8.2) 


Business Adaunistnition 


10,090,220 


(159,151) 


(1.6) 


(826,000) 


(8.2) 


(985,151) 


(9.8) 


Educ3ttion 


7,829,547 


(641,279) 


(8.2) 


(1,195,000) 


(15.3) 


(1,836,279) 


(23,5) 


Engincenng 


15,855,246 


(88.929) 


(0.^ 


(522,000) 


(3.3) 


(610,929) 


(3.9) 


Forest ReacHirces 


3,420,405 


(56388) 


(1.6) 






(56,^) 


(1.6) 


Graduate School/Reaearch 


4,717,419 


(482^1) 


(10.2) 






(482,201) 


(10.2) 


Law School 


4,719,795 


(79343) 


(1.7) 






(79,843) 


(1-7) 


Ocean 6? Fishcty Scictkc& 


6,363,240 


(156,519) 


(2.5) 






(1^,519) 


(2.5) 


Public A&ns 


1,464,703 


(170,736) 


(11-7) 






(170,736) 


(11.7) 


Social Work 


3,436,258 


(190340; 


(5.Q 






(190,840) 


(5.6) 


Total 


135,966,389 


(3,863,032) 


(2.8) 


(7,793,000) 


(5.7) 


(11,656,032) 


(8.6) 



r 
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Health Sciences 



Dentistry 




(403»418) 


MedKine 


31,078,228 


(841,224) 


& ^ ^Uk 


5,166,531 


(171,168) 


Pharmacy 


2,362,688 


(41,544) 


Public Health ^ Community Med. 


2,301.664 


(56,294) 


Heakh Sciences 


2,461,904 


(280.656) 


Total 


52,741,314 


(1,794.304) 


Other Coliege/School Reductions 






Summer Quarter 


6,190,766 


(o63,59u) 






(456 069^ 


loin^ Center for Graduate Studv 


638,960 


(30,146) 


Other Academic Programs 


1,863,968 


(295,^32) 


Academic Computing Services 


4,825,062 


(28,918) 


Fringe Benefits 


36,971,206 


(810.073) 


Total 


240.199,469 


(8,142,164) 



*Net of deduated income and indirect cost revenue. 
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(4.3) (1,180,000) (12.6) (1,583,418) (16.9) 

(2.7) (1,000.000) (3.2) (1,841,224) (5.9) 

(3.3) (330,000) (6.4) (501.168) (9.7) 

(1.8) (193.000) (8.1) (234,544) (9.9) 

(2.4) - - (56,294) (2.4) 
(U.4) - - (280,656) (11.4) 

(3.4) (2,703,000) (5.1) (4,497.304) (8.5) 

— (840,000) — (840.000) — 

(13.9) (464.000) (7.5) (1.327,590) (21.4) 

(45.6) - — (456.969) (45.6) 

(4.7) - - (30,146) (4.7) 

(15.8) - - (295,132) (15.8) 

(0.6) - - (28.918) (0.6) 

(2.2) - - (810,073) (2.2) 

(3.4) (11,800,000) (4.9) (19,942,164) (8.3) 
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to feculty and staff and holdir^ positions vacant. However, certain con- 
ditions helped to ofect the impact of the cuts, including savings from a 
faculty and staff hiring freeze ordered by the governor, ftxel savings from 
a warm winter, and tcn^rary revenue measures such as additkmal 
interest income on inve^d fund balances. 

Plans to save $13 million on a bng^range basis developed more slowly. 
Through the summer, the central administration, representatives of the 
&cuky senate and other faculty, and ckans discussed how to reduce the 
academic program budget even more, based on catena ^dfied in the 
UTii sity review. By October 1982, the academic deans had proposed 
prog. reductions and eliminations which, when folly implemented 
over the next three or four years, will result in a permanent savings of 
$13 million, 11.8 million fi^m academic pt)grams. 

Twent) 'nine degree programs were identified for elimination, and 
went through a formal termination revkw process. Largest proposed 
reductions were in the Ck)llege of ArchitecUire and Urfc^ Planning, the 
School of Education, and the College of Arts and Sciences. Among 
those under consideration for elimination were: 

De^rtmcnt qf Urban Pianning. Bachelor s and Doctoral degree 
programs. 

Department Architecture. Bachelor s degree program in architec- 
ture. Urban plarming and architecture degree pix>grams to be replaced 
with collegewide programs. 

Dcpartmeni qf Kinesujk^. Bachelors and Master's degree 
programs. 

Ekpartment of >iear Eastern Languages and Literature. Bachelor s 
and Master s degree programs. 

School of 7>lutritioml Sciences. Bachelors and Masters degree 
programs in nutrition. 

Art EdxuMtian. BacheIor*s degree program. 

Clu'klr<m5 Lhama. Master s degree program. 

Actual eiimmations followed what had been proposed, with the 
following exceptions: 

Department of Urban Planning. Doctoral program preserved. 

Depanment of ?iear Eastern Languages ajid Literature. Both 
Bachelors and Master s de^ee programs preserved. 
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School ?iutritiond Sciences, Only Bachelors degree program 
eliminated; Masters degree program su^nded. 

Other program eliminations included: 

Schod and Graducu School of Business Administration, Risk and 
Insurance Program and Urban Development and Real Estate 
Program, neither of which granted degrees. 

Co&gtf of Engineering, Department of Humanistic Social Studies 
and Social Management of Technology program; neither one 
granted degrees. 

CoSegf of Fore^ Resources. Bachebr of Science in Forest 
Resources— Outdcx>r Recreation en^hasis. 

Cdlege of Education. Bachelor s and Master s degree programs in 
business education; also, teachei certificaidon program in business 
education. 

Campus administrators and a graduate student leader inteiviewed in 
November 1982 were concerned about e&cts of both budget cuts and 
the entire reduction process over the preceding two years. Two major 
issues of concern were access suid program quality. 

Access to Ac^jdetntc PYOgrams 

Demand for admission to the university is high and, according to 
estimates, will remain so over the next decade and beyond. The univer^ 
sity review report identifies preliminary enrollment projections: the 
long-time plan assumes a total average annual FTE student enrollment 
of 31,000 for each academic year through 1987, with an annual autumn 
quarter student head count of 35,250. The plan also assumes that 
feculty staffing will remain steady in relation to enrollment. Total 
undergraduate enrollment is expected to remain essentially steady, 
graduate enrollment to increase slightly, and professional enrollment to 
deckne slightly. 

Major changes in undergraduate enrollment by college and school, 
over 6 years, are projected to be: an increase in engineering majors from 
approximately 1,600 to 2,065; an inaease in bu^ess majors from 1,500 
to 1,600; and a decline in arts and sciences undergraduates from 20,163 
to 19,724. These changes in enrollment {mttems among various schools 
and colleges reflect student enrollment trends as well as a response to 
pressures fiom both within and outside the institutkm for growth in 
business and technical areas. 



33 




26 



Rsdlocation 



In the health sciences division, enroiln^nt declined between M 19^ 
and M 1983, &om 3,151 to 2,S35. Dentistiy declined from 513 to 3^; 
phannacy from 291 to 221. Nursing enroHs^nts went from 1,022 to 825 
over the period. However, publk health and community service rose 
from 209 to 220, and, more in^x>rtant, the School of Medicine actually 
increased its enrotent from 1,115 to 1,180, The School of Medidne is 
party to a state com|»ct with Alaska, Montana^ and Haho, whkh are 
ranked bwest nationally with regard to numbers of siBtt residents being 
trained in n^didne per 100,000 people. Therefoi^, current eferts are 
being sustained dc^nte reductions. 

Program S^judity CarmderatUms 

The dean of the College of Educatbn saw severe cuts as a stimulus to 
develop new education and research agendas. He reoriented th^ focus of 
the college, stressing research over teacher training, and quality over 
access. Teacher training |m>grams are beir^ ^larply reduced, fit>m 650 
students to between 240 and 300, and the grade point average for 
admission has been raised* Graduate student enrollment also wiH drop, 
by about 150 students. More technical support, such as word' 
processmg equipment, v;^ be given to productive researchers. At the 
same time, faculty has been reduced from 80 to 65, with a iong^rai^e 
target of 55-60* 

Campus administrators also expressed sensitivity to problems that 
budgetary reduction causes faculty, noting the need to sustain their 
morale by maintaining program quality. For exan^le, the vice provost 
for research, also concurrently dean of the graduate school, has been 
concerned about the effect of budget cuts on feculty and on the abSity to 
attract talented graduate students. In determining budget cuts, the 
university has stressed the need to maintain quality of feculty and of 
graduate programs. Merit pool funds have not been used to ofeet 
reduced support on the grounds that it is always important to revsrard 
high-quality faculty. Moreover, no cuts were made in the graduate 
research fimd. Tenured feculty were not terminated, and only selective 
cuts were made. 



Summary 

The University of Washington was better able to weather midyear 
budget cuts than were many other institutions because it had institu^ 
tional review processes to target its inductions. Still, academic programs, 
support services, faculty morde, and perceptions of institutional quality 
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all sufiered in retrenchment. Many belkve, however, that the institU' 
tion has emerged from the crisis a better understanding of its role 
and mission, an af^jredation of both Icmg- and short^run costs associated 
with retrenchment, and a positive future outlook. 

Two ftictors in particular are s^nific^t to the univeraty s future. The 
first IS grant support. For the last few years, incon^ from federal grants 
and contracts has been a primary frictor in helping the university main^ 
tain its status as a leadir^ research institution. Total income 6x)m grants 
and contracts in 19^ exc^ded state su|^rt for the university. On the 
whole, support for research is expected to remain relatively strong, 
although shifts in sources (such as a possible decrease in research and 
graduate training suj^rt fi^m the federal goveninKnt and an increase 
in the much smaller soun^ of private funds for research) will have long" 
range planning implications for the university. 

The second crucial fector is the need for greater fiscal autonomy, 
which would provide a mort stabk basis for formulating long-range 
expenditure plans. The University of Washington is one of the least 
fiscally autonomous of major research universities. In the absence of a 
greater degree of fiscal autonomy, and with continuation of relatively 
unpredictable variations in its revenue sources, lor^^ange planning, 
which IS essential to institutional viability, will remain a difficult task. 

The university's outlook is best summarised by the following 
paragraph discussing the 19S3-S5 budget a|^roved by the legislature: 



Viewed in the context of our difficulties over the past several years, the 
university s operating and capital Uidgets for the 1983-^5 bknniuin pro- 
vide son^ opportunities to strengthen our academic programs and maintain 
support services at kast at minimum cfective kveb. Consistent with 
legislative intent, we will be able to meet some of our major equqjment 
needs, including computing, and wc will be ahk to anprave undergraduate 
instruction in a vanety of ways. We will also strengthen our research 
capabilities by albcating to academic units a ^gnificant portkjn or 
recovered indirect cost funds. We will be ab4e to address our most f^essing 
fire safety, health, and deferred maintenance probkms and to meet some 
acadetnK: program requirements for kdlsxy modificatk^ns. The university as 
a whole will benefit substantially from these investments. At the same 
tune, we continue to suffer from a number of deSdencks, especially, for 
example, our inability to inprove instructional support, both in terms of 
staff and operations. We will have to make our case for such support more 
effectively. Our capital needs for deferred maintenance, minor repairs and 
program nKx^ifrcatxjns, major renovations and new fedHtics are substan- 
tially greater than our present giundai capacity. Here also we will need to 
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look for new solutions and tnore e^sctive presentatkms. In iskf» we hc^ 
this bknnium wili [xovkle us with much needed stability and that we can 
begin to rebuild this great institutkm. 

References 

"VUintaaiing Quality Prc^rams EXiring Periods of Fiscal &rcss: An InstxtU' 
tional Perspective** by Rc^>ert K. Thon^sson, vkt povost for j^anning and 
budgeting. University of Washington. P^per prepared for the E^th Annual 
Conference on H^er Education, December 1^2* 



Report of the University of Washings Ta^ Force on Long^Rmge Pimning 
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Seattle Community CoUegt is a comprehensive 
educatioYwl system pr€yviding an open door to a 
stimuluting edticatiavud environment including 
academic, vocational and continuing education^ 
and community service programs which are 
responsive to the chanff^ng needs of the diverse 
ccnnmunities it serves. 
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The mission statement of Seattle Community College District 
(SCCD)^ fonnulated m 1978, defines its |Hiiposes, as expesscd in the 
opening quotation. Cleaiiy, SCCD perceived its role as a onnmunity 
seivice organi^tion re^x)n^ve to changing needs of a diverse 
population. 

When Washington state began expemndi^ economic crises and all 
state agencies were ordered to redua their budgets, SCCD tried to 
preserve its acces^>ility and its range of services to the bcal ccmimu' 
nity. It was succes^ul initialiy, but continued Ixidget reductions ukima'^ 
tely afiected its goals of access and program o&rings. SCCD finally had 
to consider redefining its mission in order to live within the constraints 
of drastically reduced resources. 

Institutional ProfiOc 

The Seattle Community College District was fonned in 1967 as a 
result of a new act that established a statewide system of community* 
colleges in order to: 

• Offer an open door to every dti^n, regardless of academic 
background or experience, at a cost normally within the 
student's economic iKans. 

• Insure that each a>mmumty college district should offer 
thoroughly comprehensive educational^ training, and service 
programs to meet the needs of both communities and students 
served by combining, wxdi equal en^hasis, high standards of 
excellence in academic transfer courses; realistic and practical 
courses in occupational education, both graded and ungraded; 
community services of an educational, cultural, and recreational 
nature; and adult education. 

SCCD started with one cam|His, Seattle Central Community College 
(formerly Edison Techmcal Institute), and expanded to include two 
nKjre— North Seattle Community College and South Seattle Community 
College— m 1970. The district is governed by a five^member board of 
trustees. There is a district administrative office headed by a district 
president, who is the chief administrative officer. Campus presidents arc 
responsible for their respective institutions. 

Smce its creation, SCCD has seen tremendous expansion in access and 
program offerings. From several hundred students at Edison Technical 
Institute, it grew to 19,000 students by 1977 and to 28,400 by 1980. 
EXiring the same period, its course offerings increased from vocatK)nal 
and technical programs to more than 180 certificate and degree pro^ 
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grams. In fall 1979, 2,595 class sections were offered. At the san^ time, 
total headcount faculty numbered 1,118 (with a full-time equivalent 
feculty of 360); su|^rt staff, 412; and administrators, 86. 

As to be expected, expenditures also increased. In 1977-78, general 
operating funds totaled $20,3 mittion. By 198l>^, these funds had risen 
to $28,2 million, a 39% increase. 



Funding Formulas 

Funding formulas play an important part in SCCD^s experience with 
retrenchment. The state of Washington, through the Cbundl on Post' 
Secondary Education, developed a series of fonnulas or **standards** for 
each major, state-supported operating program within h^er education. 
Standards are based on both inter' and intranstate analysis of such 
fectors as student/faculty ratio by discipline, suf^rt staff and cost by 
program or discipline, and average maintenance and operations cost per 
square foot. These formulas are the basis for sulnnission of all two-year 
and four^year higher education requests to the state legislature, which 
considers the operating bucket e^^ery second year and then decides at 
what percentage level it wishes to fund higher educatbn. A{^ropria' 
nons resulting from this process are made directly to each fbur^year in^ 
stitution and as a lump sum for the community college system* The State 
Board for Community College Educat^n uses baically the same 
formulas described above to distribute available funds to the twenty^ 
three community college districts. 

Although state formulas have not been changed since 1979-80, 
neither have they been used for allocation purpc^es since that period. 
Reductions effected during 1980-83 were implemented on a pro-rata 
basis (based on amount of appropriation) with no reference to budget 
models. This procedure has been true both for reductions and for minor 
increases made available for the 19S3--85 biennium. However, the State 
Board for Community CoUege Education decided that funds for 1985-86 
will be allocated on either the current or a revised formula Imsis, taking 
into account differential FTE student demand levels amcmg community * 
college districts. 

Funding formulas affect access. In FY 1971^72, state^funded fuH^ime 
equivalent enrollments for the entire community college system in the 
state of Washington were 66,175/* By FY19S0-81, FTE enrollments 




**One FTE equals approximately two headcount students, and 65% of all 
students are part'time. 
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for all community colleges had increased to 104,000. By FY 1981-^2, 
however, statewide FTE enrolln^nts had droned by 15% to 88,000. 
For SCCD, corresponding enrolk^nts were 10,460 in 1971-"^, 15,040 
in 1980^1, and 11,996 in 1981-82. Student enrollment for 1981-^ 
was 20% below that of the previous year. 

Chronology 
Table 1 summanses cutbacks experienced by SCCD. 



Date 

Fir 1980-81 

FY 1981^2 

September 1981 
December 1981 

FY 1982-83 



October 1982 
June 198J 



Table I 



Action 



SCCD's state aj^rojsiatkjn is reduced first by 3% and 
then by 2%, for a total of approjcunatcly $1,2 million, 

Ar^opnation is reduced further by 2%, or approx' 
mutely ?5OO,00O. 

Governor orders 10, 1% reductk)n for all state agencies, 
resulting in a $2.4 million cutback for XCD. 

Partial restoration of eariier cutback is declared, 
amounting to $971,000. ArMunt is adjusted for a 
$341,000 carryover to FY 1982-83. 

SCCD e>q5erknces two reductions of 2% each* or 
$544,000 and $541,000 respectively. 

Shon^ of $20 million in state revenues; additional 
reduction of $350,000 for SCCD. 

Individual districts are given option of using ment pool 
funds to partially oSsct appropriation reductions. 

New state legislation passed to increase support for 
community college system. 



When Washington state s economy began to falter in FY1980-S1 
because of an inade quate tax base, depressed timber and housing in- 
dustries, and an oveial^ decline in natfonal economy, all state agencies 
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were affected. Durmg this period, Seattle Community College District 
had its appropriation cut twkc— fir« by 39b, for a loss of $690,000, and 
then by 2%, for a loss of $493,000, The siiu^tior Hd not im|TOve during 
the nejct year, which continued to a c^ear pattern of declining state 
revenues. Early in fiscal year 1981-S2, SCCD suffered a further 2% 
reduction of its operating Inidget, which si^ant an additional loss of 
approximately $500,000. 

The steadily worsening state revenue pictui^ prom|^d the governor 
to declare a state of finandai emergency in Sef^mber i98L Ail state 
agencies were ordered to implement a 10.1% reduction in state general 
fund expenditures for 1981-83, with contingency |^ans for a 20% reduc- 
tion in the event that K-12 schools would be exen^tcd from across^the^ 
board reductions. The total biennial in^ct of d\ese reductions on 
SCCD was estimated to be $6,000,000 at 101%. The district was com- 
pletely unprepared for reductions of this magnitude, the general assump 
tion having been that cuts would be iiK>re in the order of 4 to 5%. The 
governor s order did not specifically define the amount of cutback for 
SCCD, but a genj-ra! hiring freeze was prescribed. 

To cope with reductions, the budget committee of the Wa^iington 
Association of Community College Presidents (WACCP) considered 
several alternative methods of allocaring funds, based on t he traditional 
fomiuia approach u^g various assun^tions about PTE enrollments. 
Ultimately, the state board :>f education adopted an allocation system 
based proportionately on the 1980-Sl dollar allocation of each district. 
The 10% reduction plan was implemented in 1981, at a loss of $2,4 
million for SCCD during FY1981-82. 

A partial restoration amounting to $971,000 ocxuited in December 
1981. Since summer, fall, and winter commitments had already been 
made, districts were allowed to carry over part of the restoration to 
1982-83 as an offset against second^year reductions. SCCD designated 
$341,000 to the carry-over. 

Two additional 2% reductions in 1982-83 resulted in losses of 
$544,000 and $541,000. The latter cutback resulted when the governor 
vetoed a specific provision of the early retirement bill that limited agen^ 
cies to filimg only half of all vacancies occurring during the billys effective 
period. The governor vetoed this section to avoid problems that ocxur 
when an agency is not allowed to fill any vacancies. By substituting a 
budget cut, agencies were allowed to make appropriat management 
decisions regarding which positions to fill and which positions, whether 
vacant or not, were least necessary. This allow*ed agencies to insure 
staffing m critical ar^as bised on need rather than chance terminations 
or retirements. 
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Approaches to Reallocation 

Retrenchimnt in the Seattle Ccunmunity College EXstrkt went 
through four distinct phases: Phase one, in which inrtitutional and 
academic suj^rt services were reduced; I%ise two, in whkh across-the- 
board cuts in aH categories occurred; fte thee, in whkh continued 
reductions greatly impaired a number of aoivities to the extent that the 
institution s mission suffered; and Phase four, in which the institutional 
mission and the organiatjbnal model of SCXID had to be recast. 

Foi the earlier phases, SCCD was guided by five criteria: 

L The institution 8 proclaimed mission would be maintained. 

2. Core full-time tenured fecuky would be retained. 

3. Access would be provided for as many studente as possible. 

4. High quality would be maintained throughout tii€ contraction 
process. 

5. Adequate suj^rt services, both administiative and classified, 
would be maintained. (Chancelbr John W. Casey, Mamging 
Ccmtraaian) 

Throughout all phases of reduction, SCCD was particularly concerned 
about maintaining access to its prc^rams and services, a key a^ct of 
the district's institutionai mission. 

Phase One (Fri980-8l) 
In the initial round of reductions. Chancellor Casey noted that: 

AH were surfnsed at the contraction that would take place before the in- 
stitution was senously jeopardised. . . . Wc learned that we could still 
have a viable in&titutjon even after taking budget cutbacks* The area most 
senously affected was that of access, then support services. 

In this phase, .cductbns occurred in the foBowing order admini^tive 
su|:^rt, Hbranes, capital, affirmative actksn, ^vkes to minorities, com' 
mumty services, student personnel services, and instiuctioa. 

Phase Two (Fall 1981) 

Starting with this phase and throughout those succeeding, ft was 
much more difficult to selectively identify reductions by area, category, 
or function. It was necessary to implenient reductions in all |xt)grams, 
thus affecting virtually all departmen* ^ and functk>ns. Mc^eover, the 
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process through which reductk>ns were in^ied at the state level made 
corresponding iii^>lcn^ntatkms at the distrkt level particularfy difficult. 
Casey ol^rved: 

Because cuts were not f»iedKtabie, were of varyii^ degrees of seriousness, 
and were sometimes made and then retracted, planning in an organised 
manner was rendered ail but i&t^x}6S&k. 

Among areas targeted for reduction were maintenance, part^tin^ 
teachers, administration, travel, and salaries. 

Phase Three (FYmZ-S^) 

As retrenchn^nt continued, consequence to the district became more 
severe, although percentage reductions were no greater than before. 
Entire areas that the district conmdered central to its mission were 
elinunated, including retraining and en^oyee devclopn^t^ library 
acquisition, and capital developrr^t. 

Also severely affected were student services (such as counseling, 
services to minorities, and student placement), affirmative action, in' 
^ructional programs, and institutional su|^x)rt services* 

Phase Four (FY1983 to the Present) 

The full impact of budget reductions probably wiH bring about a dif- 
ferent conjuration for SCCD. To date there have been no major 
changes to the district configuration, \mt it is likely that such wili occur 
as a result of current analysis being undertaken by several districtwide 
task forces, which are developing a revised mission and goals statement 
and reviewing both organizational structure and budget n^chanisms of 
the district. These efforts and others scheduled to follow are expected to 
result in systems that will help deal with futuie changes, both positive 
and negative. 

Overall structure of the district remains basically the same, but there 
have been several specific alterations in organisation efected since 
1979-80. In the late seventies, for example, the district had aj^rox- 
imately 100 administrators, whereas there were less than 70 in 
1983-84. These reductions caused the aggregation of some instructional 
departments into larger divisions under control of one rather than two 
administrators. In addition, certain services have been eliminated and 
duties associated with eliminated positions have been transfen^d to 
others m the organization. These changes are scheduled for review by 
the cliancellor. 
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Impact of Retrenchment 

To comply with the govemor*s mandated reductions erf 10% in 
September 1981, each of SCX^s canonises, as well as the distiic^ office, 
prepared reduction plans. Every eflbrt was made to keep aH con^ituen' 
des informed and solicit their suggestions to the extent possible within 
the short two^eek period albwed for ^iba^s^m of i^ans to cra^jly 
with the order. At the distrkt level, the chancellor's caisnet, con^xjsed 
of district oarers and caa^jus j^emdents, met with the ^^esident and 
vice^sidents rf the Seattle Community Colk|;e Fedcxatkm of 
Teachers (SCCtT) to review kidget mixtions of reductions. The 
district also met wih SCCO offiors from die Washington Federation of 
State Employees (WFSE) to detain their suggestkms. 

The projected impact of the 10.1% cut was a 6% reduction in the 
1981-82 base bidget for salarks and a 13% reductbn in the corte^nd' 
ing base budget for operations. Projected reductions for FY1982-S3 
total base budget were 11%, which s^ant a 9% reductbn in the salary 
component and a 16% reduction in operating funds. 

Spedfic areas affected by the 10.1% cut in 1^1 included: 

• Reduction of at least 90-100 equivaknt positions, primarily by 
eliminating part-time positions, by voluntarily reducing working 
hours, and by not filling vacant positions. 

• Reduction in library senac^s, hours, and acquisitions. 

• Severe reduction m nxaintenance and custodial services. 

• Cutbacks in operation of fedlities on weekends and evenings. 

As mentioned earlier, these reductions were partially mitigated by a 
5% restoration that occurred three months later in December 1981. Of 
the restored amount, 74% went to instruction, 13% to plant operations 
and maintenance, 6% to institutional support, 6% to student services, 
and 1% to libraries. 

Staff Reductions 

Restoration .neant fewer reductions in staff than first anticipated. 
Total staff reductions for SCCD as a whole for FY1981-82 were 42.63 
positions, with largest reductions— 17.96 pQsitions-45emg absorbed by 
the program area of instruction. Student servkes was reduced by 9.16 
positions and plant operations and maintenance by 8,71 positions. 
Those affected included exempt administrative staff, full-time and part-' 
time &ciiity, classified staff, and ^dents on the work^dy j^x^mm. 
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Chayiges in Enrollment and Funding Sources 

Because of budget cuts during the {^vious bknnium (1^^-81), the 
total number of FTE students served by SCCD in 1981-82 was 2,696 
less than the corresponding number served during l^)-8l (12,616 vs. 
15312). There was a further drop of 112 total PTEs for 1982-83- 

The 1981 reductions produced some chmges in distrilxxtk^n of student 
PTEs by funding source. For academic year 1980-Sl, 94% were states 
supported; 4%, locally suf^rted; and 2%, by grants and contracts. 
During die following year, 88% were state^pported; 2.5%, locally u jty 
ported; and 9,6%, by grants and contracts. These %ures indkate that 
the biggest shift occurred in students supported by federal grants and 
contracts, which increased by 7.5 percentage points from 1980-Sl to 

1981- 82. Conversely, the number of state^pported PTEs declined by 
six percentage points over the same period. 

SCCD feced additional reductions in 1982-83. First, two separate 
reductions of 2% each were in^x>sed— $544,000 by the legi^tune and 
$541,000 by the governor. Second, there was another shortfall of $20 
million in state revenues, which translated into a cut of $350,000 for 
SCCD. Total reductions, tlierefore, amounted to approximately 
$1,354,000. 

Use of Merit Pool Funds 

To deal with these new budget cuts, at least two new courses of 
action were considered, both concemii.g use of funds appropriated by 
the 1981 legislature for feculty ""ment increases.'*' One alternative was 
for the governor to use these funds (roughly $6.8 million statewide) to 
offset a portion of the $20 million shortfall. Another was for SCCD to 
use its share of "^merit poof* fiinds to ofeet the $1.3 million reduction. 

According to then existing policy, merit pool funds could not be used 
to pay costs other than merit increases. Amounts dedicated for merit 
increases could, however, be decreased to the same degi^e that the 
legislature had reduced general appropriations for the community college 
system. Because the governor had ordered an additional $3,9 million of 

1982- 83 appropriated funds to be placed in reserves and because the 
state legislature reduced total community college funds by an additional 
$7.4 million (in addition to which there was the share from the $20 
million shortfall), the policy of the State Board for Community College 
Education was changed regarding the use of merit funds: individual cam^ 
puses were now given the option to use such funds as a partial ofiiset to 
appropriation reductions and gubernatorial fund reservations. Respond'- 
ing to this option, SCCD decided to allocate its merit pool funds (2.1% 
of the budget) for dalarj^-increase purposes. This deciaon was prompted 
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by the minimal salary increases of the prcvk>us two years and the future 
outlook for such increases, whkh was Ueak. 

Lagged PayrcU and Leave Without Pay 

The governor instituted additional n^asures to cope with the 
$20'miIIk)n shortfell. A ten-day h^ed payroll system was impkmented, 
yielding some $4 million in intcre^ earnings and a>st savings for the 
state as a whole, which in turn lessened the ordinal reductkat for SCCD 
from $350,000 to $288,000. The governor also estaWished a vohmtary 
leave-without-pay f^ogram, with an average two days' leave without 
pay for each state empbyee, including exem|X personnel, to yield 
approximately $6.4 million in saving asaiming total partio^ation. 

Revenue collections for the 1981-83 bfennium were well below 
forecasts made alter the last two reductkms of 2% each. State general 
fund revenues for the 1981-83 biennium were estimated at $9.7 billion. 
Actual revenues for the period were $8.5 billion, $1.2 billion or $12% 
below forecasts. 

Early m FY1982-83 the district's appro|HTatfon was cut by an addi- 
tional 5%. Because this reduction was antic^ted, both campuses and 
dtot office built contingencies into their 1982-83 beginning budgets. 
In addition, all ending budget balances fiom 1981-82 (roughly 
$100,000), which usually are retained for the follovraig year, were used 
to partially fund the cut. Furthernnore, afp^ximately $350,000 in year- 
end encumbrances for goods ordered but not received was used to fund 
part of the deficit. This meant that goods that should have been paid 
from 1981-82 funds carried forward (in acojrdance with historical prac- 
tice) were chaiiged to the already reduced 198.?-83 budgets: a not-so- 
sophisticated budget cut. 

For biennium 1983-85, forecasts of statewide revenues and expen- 
ditures indicated that revenues would fall $1.5-1.7 billion short of pro- 
gram needs. Oeady, additional reductions of such magnitude would 
necessarily entail significant changes in or even elimination of programs 
and services, or "radical nwdifications to the structure and process 
through which the campuses and the district office provide educatfonal 
services to the community." To help cope with this major budget crisis, 
an ad hoc budget planning task force was forn«d {^imarily to review 
various alternatives for implementing budget cuts, with emphasis on 
issues that had districtwide implications. Su^estions offered by this 
committee include consideration of a four-day week, closure during 
Christmas - New Year's break, reduced number of weekly work hours 
(such as 36 or 38 paid hours versus 40), and reduced contract lengths for 
both feculty and administrators. 
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Funding Outlook for 1983-85 

In order to respond to threatened erosion of the state community 
college system, the Washington ^te kgislaturc enacted during the 
close of the 1982-83 le^^tivc session son^ changes from which com^ 
munity colleges are likely to benefit. The budget adopted for the 
1983--85 bknnium inojrporatcd increases in su^)ort for community col' 
leges. Although increases were imxiest, they neverthekss came after 
nearly two years of kidget cuts, staff and program reductions, and 
enrollment declines. 

The total state general fund a|^^priation for the community college 
system for 1983-B5 is $436.6 millk)n. This is $711,000 less than the 
level recoEomendcd by the governor, but it actually j^vidcs a higher 
support level because the governor expected the system to serve 86,000 
PTEs in 1984-SS, or 3,000 more second-year FTEa than were 
antiapated in the hidgct adq^ed by the fegislature. 

Excluding funds earmarked for sahry and benefit increases, the com^ 
munity college budget consists of five major pie<^: 

• $232.5 million a|^ropiiated for instruction. 

• $9.7 million appropriated for replacement and repair of instniC' 
tionai equipment. 

• $3.3 million af^ropriated for small school adjustment, 

• $75 million appropriated (or instructional support resources, 
which include libraries and student services. 

• $114 million af^roprated for general purposes, which include 
plant maintenance, institutional su|^rt (administrationX and 
state board operations. 

Certain measures were taken in an efibrt to preserve educational 
quality. For example, the $232 million appropriated for instruction is 
conditional on the followii^: 

Average basic direct instmctional resource per con^>aiable cost student 
shall not be less than $1,400 per academk year averaged for the l»cnnium. 
Faculty full-time equivalent entitlements for direct instructional fxitposes 
shall not be less than 3,657 per year and shall not fell bebw the overaH 
studcnt-tO'fecuIty ratio as calculated in the govenxsr s budget request. 

This proviso represents the heart of the new funding method which 
stresses quality through maintenance of ^dent/faculty ratios rather 
than growth as measured in PTEs. In 1983, the state le^slature defined 
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specific allowable Hmits, both over and under the legisktiveiy set FTE 
student^pport levels. Variances in excess of either of these limits are 
now subject to sign&:ant reductms in next year's a|^)rophation. This 
has elininatcd or at kast severely reduced the tendency to **do 
whatever is necessary^ to accomnKxiate student demand^ including such 
actions as dilution of the ^dent^&cuky ratb, reducing percentage of 
fuH'tiii^ faculty, and reducing levels of su|^rt servkes. Although this 
process maintains a higher^qualfty level of instruction, it leaves the 
district unable to serve many persons seekir^ a community college 
education. 

Another proviso provides a limited degree of fiexMity by stijHiIating 
that money may be transferred from instructional support resources to 
basic instruction, I^Jt not vice versa* This new tegislation also recognizes 
that community colleges may be tkd even more closely to serving 
growth industries within local areas and throughout the state. In this 
regard, the legislative provision notes that: 

The state board shall review and modify its alk>catk)n n^thods ^^r 
enrollments to recognise any recent change in student demand and needs. 
In detemuning demand and needs, the state board shaQ a>nmder the needs 
of new industries, with special reference to the semi<onductor industry, 
and any other state economic ^owth that community college education 
can enhance in rural as well as n^trc^litan areas. 

Another bill enacted during the 1982-S3 legislative session estab^ 
lished a Youth Conscrvatbn Q^rps and directed partic^ting state 
agendes to develop a^eements with community colleges to provide 
special education in basic sidUs. Classes would be conducted outside 
corps members' regularly scheduled working hours. 

Summary 

Seattle Community College District (SCCD) was established to serve 
diverse needs of the local community. The district*s two major concerns 
of providing access to students and providing services to the local com^ 
munity, however, have been adversely affected to a great degree by 
state funding cutbacks that were implen^nted from 1979 to 1982; the 
cuts substantially reduced course o&rings and class sections and limited 
the access of a significant number of students who previously were 
served by the district. Even for existing students, services were cut; for 
example, counseling was centralized and corre^ndingly reduced in the 
process 

Retrenchn^nt was pardcularly traumatic for SCCD because neither 
the occurrence nor the magnitude of reductions was fully antidpated. 
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Even when approximate amounts of state afprophation cutbacks were 
known, ^quent changes in iir^^kmentation decisbns at the ^te level 
and occasbnally inadequate communication between the state govern^ 
ment and various in^itutk>ns ftirther ccHnpoundcd SCX^*s ds^rult^. 
Despite this, SCCD, aided in part by new kgislatbn, is trying to refor^ 
mulate its mission so that its bng^nn stability as an institution and 
that of the entire community college system is preserved. 
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Long^ange planning has fc^gun, tni;olinng all 
aspects of the campus, and is expected to create 
renewed enthusiasm for a brighter future. 
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Between 1979 and major changes ocoured in Idaho. G^n^ 

currently, the dtisens voted to limit ptjperty taxes and the national 
recession hit the state's largest industcks; these &ctors scrbusly 
affected state economy and revenues. In addition, a destructive prison 
riot necessiteted major a^nstmction and outof^ate boardii^ of 
prisoners, and unantiapated cleanup expenses result from the ^s^lling 
of volcanic ash over much of northern Idaho by the eruption of Mount 
St, Helen's, These events contributed to a severe drain on state general 
funds. A series of budget reductions followed, and the University of 
Idaho found itself facing retrenchn^t and reallocation on a scale un^ 
prccedented in its nearly lOCVyear history. 

Institutional Profile 

Founded in 1889, a year before Idaho becairc a state, the University 
of Idaho is the state's flagshq>, land-grant xrtstitution. It has been 
designated by the board of regents as Idaho s primary graduate educa- 
tion and research ir^tution. The fell 1^2 headcount enrolk^nt was 
9,185 (8,077 PTEs), with 56% in the lower divi^n, 33% in the upper 
division, and 11% at graduate and |HX)fe8sk}nal levels. The university 
offers 152 academic programs within the colleges of agriculture; art and 
architecture; business and economks; engineering; education; forestry, 
wildlife, and range sdenc«; law; mines and earth resources; and letters 
and science. 

The University of Idaho is governed by a bc^rd of regents which also 
serves concurrently as trustees of the other two public univcr' 
sities— Idaho &ate Univen^ at PocatcIk> and Boise ^te University at 
Bo se— and as trustees of LewisOark &ate College, a small four^year 
ins^ tution in Lev^nston, The same group also comprises the state board 
of c iucation, which is rc^nsible for Idndergarten through h^ school 
public education. The board, supported by a small staff in Boise, is 
headed by an executive director and governs the four pMtsecondary in^ 
stitutions through loosely defined role and mission statements. Until 
1983, thi board had ^ot attemf^ed to make much distirKdon between 
speafiec oles and mis^ns for the four institutions. 

Funding for the institutfons con^ from allocations made by the board 
from a lumpsum aj^rc^riation by the state legislature for **collegcs and 
universities," Historically, the board has divided the lump-sum 
^^pprop^atJon among the institutions in essentially the same percentage 
shares as each nrevious year's allocation. In the last two years, the 
board has attem[)ted to refine allocation to make it more sensitive to 
enroILnent changes and shifts, as well as more reflective of role and 
mission ass^nmenta. 
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In addition to this **gcneral education'' Ixidget support, the Umvemty 
of Idaho receives direct, iinc'item approjaiations from the state 
legislature for the Agricultural Research and Extension Service pro-am, 
and separate af^ropriations for the Washington-Oregon-Idaho (WOI) 
regional program in veterinary medicine, the Washington-Alaska- 
Montana^Idaho (WAMI) regional nodical educatK>n program, and the 
Forest Utilisation Research program. These separate afipropriations are 
significant because neither the board nor the university is allowed to 
move funds among or between them; nor is the university allowed to 
move funds between these apf^priations and its general education 
allocation. Thus, when the kgi^ture mandates a specific salary 
increase but fails to fund its added cost (as in FY1980), che separately 
appropriated program areas cannot be helped by the board s using some 
land-grant endown^nt income reserve and/or increase in student fees to 
partially offset the salary increase cost burden. 

Chronology 

Idaho s budgetary difficulties began in November 1978, when voters 
approved a 1% property tax limit initiative mandating the legislature to 
enact limits to property taxes not to exceed 1% of the market value of 
assessed property and to limit future adjustments for inflation to not 
exceed 5% in any one year. This initiative resulted in reducing local 
support for public schools (as well as dty and county govemme.its) 
significantly. In addition, Idaho was ob%ated to increase its support for 
public schools to offeet loss of local property taxes. The state legislature 
elected to implement the mandate by shifting state revenues rather than 
mcreasirig them. The obvious result was that the share of state revenues 
supportmg public elementary and high schoob rose and the share going 
to higher education (as well as some other state services sup^rted by 
state tax revenues) dropped dramatically. 

Figure 1 shows what happened during the period of this study. It 
compares the annual change in su^rt for public schools with the 
overall change in state revenues and the change in state general account 
support for colleges and universities. 

In addition to the voter-af^roved property tax limitation, the state 
encountered other circumstances that adversely affected its economy 
and ability to adequately support services. A major prison uprising 
destroyed a significant portion of the state s large prison facility, re- 
quinng Idaho to send prisoners to neighboring states for confinement. 
This cost and that of repairing the damaged fac^'ty, plus the legislature's 
recognition that more state suf^rt for its Departn^nt of Corrections 
was needed on a continuing basis, placed unexpected burdens on an 
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already overburdened state treasury* The eruf^n of Mount 
Helen's, which spread volcanic ash over large sections of northern 
Idaho, affected state economic health in two ways: cleanup were 
sizeable but, nK)re significantly, toun^ in northern Idaho nearly 
eliminated for the remainder of the year. 

Just as the state was adjusting to these problems, it was ^nick by the 
fill! weight of the national reces^on. Apiculture, forestry, mining, and 
tourism are the princ^ contrttxitors to the ^te*s economy. Unlike 
previous recessk^ns that had littk is^^act on Idaho, the recesskm of the 
late and early significantly ^cted the ^tc. Maior sectors of 
the forest and minii^ industries closed down and uncni^yment 
reached all-txme h^hs. 

These developn^nts, as weD as adjustments for inflation durir^ this 
penod, meant the state had to struggle to su|^rt its ^endes and 
institutions. Aj^jropriatk^ns fell short of inflatkjnary growth in costs of 
doing business. State revenues during fiscal years 19';^-^2 fatlrd to 
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reach even conservative projections of the legisbture, forcing the 
governor to hold back aj^prof^iatcd funds to keep the budget in balance 
(required by the state constitutk)n). Not until FYIC^ did the 
legislature act midyear to increase state revenues through a temporary 
sales tax in order to partially make up for expected shortfalls in state 
income. Until then the brunt of Idaho's financial problems was home by 
state agencies and institutions. A state law required any shortfall in 
appropriated funds for public schools to be made up by a special local 
property; tax, but the governor was reluctant to shift the state*s revenue 
problem back to local property tax|^yers by withholding funds 
appropriated for puhUc schoob. Thus, remaining state^supported 
services, of which higher education was largest, carried the Inirdcn of 
the state's financial stress. 

Table I summarizes the speafic events in the period FY 1979 through 
FY 1983 rhat affected the University of Idaho. 

Table I 
Chronology 
Date Action 

FY 1979 JS^oufmBer— Idaho voters approve the 1% tax initiative. 

' Sc^^embcr through University staff prepare at least eight dif' 

ferent budget scenarios for internal use and for the board, the 
governor s staff, and/or the legislature bucket office staff. 

March— Legislature apprapriates for FY19S0 an increase of 15% 
for higher education, hit mandates a 7% salary increase. 

A/ml— Board adopts a new rcductjon'^-force policy to deal with 
en^loyee layoffs under conditions of financial exigency. 

Ma)f— Board declares a state of financial exigency for the separately 
app-opriated Agriculture Research and Exten^n Service, and 
raises student fees for partial suf^rt of college and university 
general education budgets. 

FY 1980 July- University must reduce its budget by $5.2 onlkin. 

March— Legislature appropriates for FY 1981 a 9.2% inaease for 
higher education. 

FY 1981 Augasi-^lovemof orders a 3.0% holdback in state general account 
funds. 
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October— <^vestm c^ckrs an additkmi ,85% IkMs^cIl 

Board raises student fees tempcsarSy second seme^er. Unsv^'^ 
mty Deduces its q»utmg budget by $1.4 miHinn. 

M^n:h— L^gisktute c^^src^xiates for FY 1982 a 4.4% increase for 
h^^her education. 

i^^l— Board declares a state of financial ex^mcy fcr FY1982* 



FYi982 Mimii— L^islatufe ap|»:c^tes for FYl^J a 7,6% increase for 
h^er education. 

May— Governor orders a 3.7% holdback in ^tc general account, 
and a JZ^^k^ut we^ week fi^ thoae state en^yees who are paid 
from state general acoHmt, as partial sdution to holdl^ prc^^em. 
The reduced wadcweek order afects abmit £m;;-third of unsversity 
Acuity and sts£. 

Jun^— State auditor delays paying some payroll and other invoke 
ob^gations until alter the ^art of the next £scal year, in order to 
maintain the state treasury's positive fond l^iance. 



FY 1983 July-— Governor ord^ a ^ holdback of state general account 
fonds. The university is required to reduce budgets by $2.8 million. 
The board declares a state of 6nancial ex^ency* and af^roves 
student fee increases for new academic year. In$titutk>nal plans for 
budget reductions, including reductbns^^force, arc approved by 
board, 

October— Governor orders an additional 1.5% holdback, cc^ting the 
university another $638,900. 

March— Legislatui^ enacts a ten^rary 1.5% sales tax increase, to 
end June 30, 1984. It apf^priates a 4.2% increase for FY 1984 for 
higher education opciatif^ Inidgets* 

Jun^-Govemor allocates an additional $3 millbn for h^er educa^ 
don to be added to operating buc^etb. The board divides funds 
among institutions, but the State Board of Examiners a^^^ves 
only $2 millk>n of governor s allocation, f%her education institu- 
tions start the FY1984 operating year with a $1 miUksn deficit in 
apfs-opnated funds. The board and governor submit a suj^kn^ncai 
af^ropriation request to the legislature for the $1 mffion makeup. 
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The full in^ct of the changing financial ^j^rt described above may 
noL be totally realized for several years. However, some effects are evi' 
dent today. In the period between FY1979 and FY1984, the university 
had to eliminate 264 po^ons, over 15% of total feoilty and staff 
Although the university tried to anticipate budget reductions and, 
therefore, free^ positions that becan^ vacant or transfer personnel from 
affected positions to other institutional en^Ioyn^t, 54 people received 
termination or layoff notices. The !>reakdown of affected positions by 
category is: 

25 Tenured faculty 
83 Ncntenured faculty 
21 Nonfecuity professional staff 
135 Qassified (secretarial, clmcal, technkal) 

The share of state general acojunt aj^ropriated to higher education 
dropped from 20,8^ in FY1978 to below 15% in FY1983. Enrollment 
during that penoc increased 9.4% for all campuses znd 102% for the 
University of Idaho. Thus, state general account su|^rt per FTE 
student declined over 26% in the five-year period. Student fees, on the 
other hand, increased 86% in the same period. However, because most 
of the student fee histoncally has been dedicated to such non- 
appropriated funcnons as athletics and auxiliary enterprises, the real in- 
crease m student contribution to the institution's noninstructional 
general education operations increased nearly 600% in the last five 
years. Nonresident tuition increased about 70%. Faculty /staff turnover 
rose from a t>'pical annual average of about 3% to over 12% in FY1983. 

Responses to Financial Stress 

In dealing with financial stress, the University of Idaho used a variety 
of strategies and responses that had both internal and external involve- 
ments, and were strongly influenced by the timing of particular budget 
crises. For example, midyear holdl^cks generally necessitated short- 
term responses that would not affect contractual obligations with 
employees or disrupt academic programs. In contrast, responses to fund- 
ing shortfalls affecting the entire fiscal year generally encompassed more 
permanent reductions m operations, incIudSig prt^rams ai)d personnel 
reductions. 

In the sections below, specific actions of the university are described 
and strategic responses to fiscal stress are examined. 
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Siiort-Term Respcmses 

Dunng the perkxi of financial ^ress, the university often had to 
respond to midyear budget reductions created by state ^eral account 
holdbacks cmiered by the governor, Sinc^ most empbyees are on either 
annual or indefinite af^intn^nt contracts and the studoits were 
already enrolled in their courses by midyear, university administrators 
turned to short-term solutksns, including use of one-^tio^ funds to replace 
lost state general aa^unt funds, or eiiminatK>n or deferral of expen^ 
ditores where no contractual obligations existed. These temporary 
re^nses included: 

Freezing vacant positions and using '^salary savii^s*^ as a one-time 
funds source. 

University level operating contingency reserves committed as 
another source to o&et genera! account losses. 

Funds budgeted initially for capital equ^ni^t purchases, fedlity 
maintenance and in^roven^t projects, and other nonpersonnel 
operating expenses such as travel reduced to help cover general 
account reductions. Some expenditures deferred and others 
eliminated- 

Lang-Term Responses 

The university adopted vanous long-term re^X)nses at both sta^e/ 
board and campus levels. 

^4ite/Board Level The president gained maximum flexibility in 
allocating funds by asking the legislature to change firom its line-item 
appropriation by number of FTE positions and by expenditure class 
(that is, personnel services, operating expense, and capital outlay) to a 
lump-sum, single'Hne appropriation to the board for the four institutions. 
The board, in turn, allocated to each institution a lump-sum amount. 
The desire of industry representatives to maintain visibility of kgislative 
appropnations for special program areas (Agricultural Research and 
Extension Service and WOI Veterinary Medicine Program) kept each of 
these areas separate from the university's general education pro-ams 
funding. 

University administrators worked with the board and its staff to 
develop a procedure for distributing the lump-sum af^ropriation to cam^ 
puses that was more equitable than the historic process of using the 
previous year s percentages. Cost analyses using Information Exchange 



ERIC 




Idaho 



51 



Procedures (EP), developed by the Natksnal Center for H^er Educa^ 
tion Management Systems (^K^HEMS), were initiated by the board in 
an attempt to define equity. The univeraty received an additional 
$654,000 through "equity adjustments** in FYl98i through FY1983. 

The univeraty increased its advanc^n»it efforts with major 
businesses and industnes in the northwest by explaining the state fund- 
ing plight and seeking financial and political support. Private giving to 
the University Foundation has grown nearly 20% in each of the last five 
years. 

Cam/nu Level At the campus levels the university adopted several 
approaches to meet reductions in state support. Administrators focused 
on selective program or service reductions or complete elimination as 
opposed to acn>ss'the'4x>ard budget reductions. Programs that received 
reduced state su|^rt included training for office administrators, music, 
biological saence, geology field camp, continuing education administra' 
tion, and student services. Programs and services that were eliminated 
included the Center for Native American Studies, Upv^ard Bound, 
Afro-Amencan Studies, muscology, sumn^r theatre, and several foreign 
language programs. 

Retirements and teonmations released fimds for reallocation, or per- 
mitted elimination of positions in selected program or service areas. 
Early retirement incentives were offered on a selective imsis, with con- 
sideration given to reducing investment in specific program or service 
areas. 

Several consolidations of administrative units in both academic and 
nonacademic areas were imples^nted. Emphasis was i^ced on 
elimmating duplication of function or service (such as consolidation of 
teaching of statistics by numerous departments in several colleges into 
one combined Department of Mathematics and Applied Statistics), and 
on reducing strata of administration levels (for example, elimination of 
director of institutional services' position and assignment of staff to 
report to the president or to other department heads within the ad- 
mmistrative services area, or directly to the financial vice president). 

(a) Academic Area Responses 

The emphasis was on prc^ram reduction or elimination, rather than on 
personnel layoff. Criteria used to detennine programs for reduction or 
elimination included (1) centrality to institution's mission, (2) service to 
other programs in the university, (3) program uniqueness in state and 
region, (4) enrollment demand, (5) overall quality and productivity, (6) 
potential organizational consolidation, (7) program costs— both ab^lute 
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and relative, (8) accreditation «atus, if applicabk, and (9) ia^rtance to 
maintenance of a resident student oommunity. 

Enrollment limitatk>ns were ia^xised on seme jst)gram areas where 
resource allocations couki not keep up with increasing ^dcnt dmand. 
However, the board was reluctant to change Idaho s histc^ c^en adm^ 
sk>ns policy and impose general enrollment limitations for any institution. 

Faculty development programs were organized whereby feculty in low 
enrollment program areas could retrain in other program areas in which 
student demand was increasir^. Faculty intere^ in computer science 
was given high priority. 

(b) Ho^ficcademic Area Responses 

Early in Inidget reduction pkrming, the pre^dent mandated a two^ 
dollar reduction in nonacademic areas (such as institutional manage^ 
ment, physical plant, and student services) for each dollar reduction in 
academic program areas. In addition to organi2;ational consolidations and 
elimination of some midkvel administrative positions, the university 
completed a thorough review of its major administrative procedures and 
busmess practices. These reviews were designated as ^'^perflow 
workshops'* and they resulted in son^ policy changes, relaxation or 
elimination of certain internal controls, and modification of many inter^ 
nal procedures to streamline business practices on campus. 

In some service areas, such as campus recreation prc^rams and 
issuance of student identification, user fees either were increased or 
newly estabiished to reduce appropriated funds support for the activity. 

Major emphasis was placed on impx>ving communications between 
academic and financial administrative offices to avoid decisions that 
would create permanent £mding ob^atbns without necessary financial 
resources to support future commitments. 

Strategic Responses 

In addition to specific short-term and long-term actions described 
above, the university used various general strategic responses to deal 
with problems of financial stiess. These included: 

• Maximum use of funds allocation flexibility. 

• Establishing budget reduction guidelines: nonacademic versus 
academic budget cuts. 

• Program versus performance evaluations, 

• Constituency participation. 
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Maximum Use of Fmuk Allocation Flexibility 

Because of actk^ns by the state legi^ture and the board of regents, 
the University of Idaho was able to take M ad\^tage of fiexibility in 
fiinds allocation, which has been a key contnlnitor to he^^ing the umver^ 
sity "^weather the storm.*" The benefit of flexibility manifested itself in 
several ways. First, the university did not have to be concerned about 
numbers of employee PTEs aj^>ropriated or about specific af^sropriations 
for such items as personnel services, travel, or equ^^ent; rfius, it could 
more easily address needs to reaflocate funds internally. With die lifting 
of certain state'iii^x>sed restrictions, the administration could more 
freely evaluate alternatives that involved possiHe rfiifts in budget fit)m 
one expenditure category to another. 

Flexibility was passed on to colleges and nonacademic units on 
campus, WhiJe control over '^pennanent*' personnel positions was 
retamed at administration levels, all suf^rt budget allocations (such as 
funds for hourly employee wages, travel, office, instructional expenses, 
and equipment) were distributed in lun^ sums. Colleges and depart- 
ments had broad flexibility in assigning their allocation to various 
budgeted expenses categories. The only major requirement was that 
they submit armual budget plans and even those could be modified 
during the year by moving funds firom one budget category to another 
without university administration review and approval. 

As university administrators used fiexibility in allocating budget 
reductions where needed, individual colleges and departments also were 
encouraged to do the same and not just make aaoss^the-board cuts. 
They were asked to look at their total budgets, including personnel, in 
preparing recommendations. This helped them focus on ^dfic reduc- 
tions rather than be overly concerned with the appropriateness of shift- 
ing funds between expenditure categories. 

A significant use of fiexibility involved taking advantage of the univer- 
sity's constitutional status in terms of how it manages that portion of 
appropriated funds derived fiom local revenue dollars. A part of the 
legislative appropriation includes income from student fees, land-grant 
endowments, and some sales and services. Such income is managed 
locally by the University of Idaho rather than being deposited in the 
state treasury, as is the case for the other three institutions controlled 
by the board of regents. Previously, the university indicated to its 
colleges and departments that any funds not expended by the end of a 
fiscal year would revert to the state treasury. While this is true for the 
state tax revenue portion of the total university appropriation, the 
reversion dc^s not apply to local funds. 
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During the p^rkxi of financial stiBSS, the adxninitfratKm extended a 
canyforward capability to all can^Kis colleges and departments. By 
careful assignxt^t of source of funds to be used for payroll and other 
expenses, the univer^ty could control those sources that renmined 
unobligated at the end of the fiscal year, and yet be <^rtain that no state 
tax revenues reverted* College and departments were ena}uraged to be 
mainly concerned with conserving ^sources and getting the nK>^ out of 
their allocatk>n, sinc^ particular sourer of ^^>rq«ated fiinds were not 
a|^>arent. The result was a s^nife^t reducdosi in year^end jHirchases 
and the canying forward of small balance to con^)ensate partially for 
support budget reductk^ns. In some instances, carry^'forward l^lances 
were combined with the prcvbus year's reserves and thai used for such 
IHuposes as acquisition of equ^m^t or feculty conference expenses that 
otherwise ojuld not have been covered by any sin^ year'^s albcation. 
To encourage good management of allocated su^rt Inidget funds, the 
administration at no time considered these eldest carry^forward 
reserve Imlances a source of fimds to ofeet loss of general account 
money. 



JEstablwhing Budget Reduction Guidelines: 
T^onacademic versus Academic Budget Cuts 

It was stated that early in budget reduction planning, the university 
president mandated a $2 reduction in nonacackmic departmental 
budgets for each $1 reduction in academic areas. This initial strategy has 
since been adopted as the basis for internal allocation of any newly 
appropriated fimds. As a reaik, the university's expenditure pattcm 
shows approximately 60% total af^^ropriated funds being directly 
expended for teaching, research, and public service, a ratio tnat is in 
sharp contrast to the 45% that is typically spent by other, similar in^ 
srituticns for these fonctions. 

The benefits of using these resource reallocation criteria have been at 
least twofold. First, by setting criteria eariy in the period of financial 
stress, the university avoided the danger of adopting easily im^ 
plemented, short-term solutions, such as eliminating a few more sup^rt 
staff positions or decreamng frequency of maintenance activity. The 
criteria thus helped to focus decision makii^. 

Second, the criteria forced thorou^ evaluation of ways the univer^ty 
conducted its business, such as the paperflow process, and of how it was 
organi^d to deliver services both internally and to outside consti^ 
tuencies. Such introspection has created a general sense of willingness to 
try new apprc^ches where warranted and to make improvements. 
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Increasing capabilities and productivity of existing staff is es^hasized 
rather than adding more staff as workload inoeases. For exan^^, the 
university made significant inve^ments in electrcmic aanmunkatbn, 
data processing, and word processing systems that integrate these fimc' 
tions into single work stations, Paperkss transactions wei^ im- 
plemented, thereby cutting {mxressing tin^ firom weeks and days to 
minutes (the university received a NACUBO— U.S. ^el Foundation 
Cost Reduction Incentive Award in 1982 for its ekctronic, Dudget- 
adjustn^nt process). 

There is enthusiasm on campus about these achieven^nts, but the 
question remains regarding the nK>st af^ropriate ratio between univer- 
sity expenditures for teachii^, research, and public service on the one 
hand and for suj^rt services to these primary mission activities on the 
other. The administration believes that the current expenditure '^effi' 
ciency ratio*" of 60% academic to 40% nonacademic is ctose to optimJ, 
but there is some uneasiness about certain low nonacademic resource 
commitments, parbculariy in student services and fecility maintenance. 
On the whole, however, the administiution views the institution as 
bemg more efficient and effective than it was in the past. 

Program verst4^ Performance Evaluations 

The extent of financial crisis made personnel reductions unavoidable. 
From the first budget reduction throughout the entire financial stress 
penod, the university used program evaluations rather than performance 
evaluations to reduce personnel positions. In a few instances, such as in 
the Agncultural Research and Extenmon Service, a ^naU program effort 
might be supported by a single personnel position. However, even in 
these cases, criteria for program review and elimination were bx>ader 
than those of a performance review of a ^dfic staff member. 

Personnel reduction through program evaluations was criticized, 
primarily by off<ampus constituencies. The common complaint was that 
budget cuts should be used "^to weed out the deadwood,** but there was 
little agreement on who the "^deadwood*" were. The university main- 
tamed that it would be bad managen^nt to eliminate a personnel posi- 
tion in an important program area because of a vacancy or poor per- 
formance of the mcumbent. It was felt that making pcrsoimel decisions 
on such a basis was a short-term move that could lower the quality of 
many good programs. 

In evaluatmg programs, the university assumed that decisions on pro- 
gram reductions or eliminations would be permanent, and that funds to 
rebuild affected programs would not be available in the immediate 
future. Furthermore, administrators avoided controversial questions 
about competency reviews, that could lead to lawsuits. 
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Qnutitumc^ ParticipatUm 

Gan^His am^ituendes partk^ted in several ways in develqmig 
{^am for budget reductk»$. During Fyi979 dSk^ to devebp several 
!Hidget<utting scenarios, the j^eskient formed a ^)edai bud^t planning 
committee am!|X)sed of the academk and financial vice fstskients, 
executrve assistant to the {^eskient and ax)idinatc^ of student services, 
two deans, chairman d the &ailty council, three members of the faculty 
OHmdl^s budget liaison ccmimittee, and the student body fsesident. The 
committee's cktailed work s^ved as a basis he many demons on 
hidget reductkms that were necessitated by later cr^. 

The dean's anrndlt when attended by the feculty coundi chairperson 
and members that cmmdl's kic^et committee, helped the administra^ 
tk)n formulate budget fdana on a continuing Imsis in re^nse to other 
mandated pennanent reductkms prc^rams or servi^. Nonacademk 
department heads and the staff a&drs council, rej^esenting non&cuky 
professk)nal and class^^ staff, were also con^ted in decision making. 

Other Factors Affecting Strat^ic Responses 

The university's stratcgk: rc^nses to financial stress were aided by 
the following positive &ctors: (1) great l^xibility in allocatk>n and 
expenditure of lunda; (2) ckdskm-makir^ en^^msis regarding propor-' 
tionai budget cuts in academic versus nonacademk: areas; and (3) focus 
on program rather than performance evaluatkms to implement both 
fecuky and staff reductk>ns. 

However, administrators also encountered constraints and bin^ 
drances, which included: 

• Need for more definite board guidelines on settii^ program 
priorities. 

• Political pressure. 

• Layoff or tran^r of tenured fecuky. 

• Obligation to students enrolled in discontinued progams, 

• Need for more concrete long^raiige plans, 

T^eed for Clear Board GuideUnes 

One difficulty encountered by the umversity in making decisions on 
program reductions or eliminations was ^ack of board involvement and 
absence of clear board guidelines on setting program priorities. In the 
absence of such guidelines, administrators generally assumed that pro' 
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gram eliminations at the university could lead to establishing these pro- 
grams at ether institutions. Such a develofment could in turn lead to 
loss of students and corresponding funds. It was rarely assumed that the 
size of the appropriations pie itself would shrink. 

The board partiaUy addressed this problem in the last year. Two 
exercises in 1983 organised by board staff attempted to define more 
specifically the roles and missions of each mstitution. However, these 
redefinitions may be more useful for future planning purposes than for 
purposes of program elimination. 



PcAitical Pressure 

Political pressure sometimes affected reduction or elimination of 
certain university program efforts, particularly in agriculture, which in- 
volved statewide activity. For example, area industry groups and local 
politicians opposed the closmg of an experimental station. The need for 
budget cuts was clear, but there was disagreement on where cuts should 
be made. 

Throughout the five-year stress penod, the university continued to 
develop and use defensible criteria for program eliminations, even 
though the cntena were not accepted to the same degree by all groups. 



Layoff €yr Transfer of Ter^4.red Faculty 

In the Spring of 1979, the board adopted a new ""reduction-in-force" 
policy to deal with personnel layoff, including tenured fciculty, under a 
state of financial exigency. A key element of that policy was that a layoff 
could be implemented after a 3{kiay notice, following a fonnal declara- 
tion of a state of financial exigency by the board. This very short time 
frame continues to be a major concern. 

The university attempted to cushion the impact of layoffs by makmg a 
major effort to transfer the person m the affected position to an un- 
affected position. In most cases when people received layoff notices, 
transfers were implemented before a break in pay occurred. In a few 
cases within the classified staff category, layoff rosters were created and 
people on these rosters were given first priority for new vacancies, when 
qualified. Finally, m a few situations involving layoff of tenured faculty, 
the university was able to retam the faculty member through the 
academic year by using one-time funding sources. Only in one case was 
the university unable to place a tenured faculty member m another 
acceptable position. 
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Stiuients EnroUed in Discontinued Programs 

One retrenchment issue relates to the legal or moral obligation of an 
institution to students enrolled in a program that is identified for elimina^ 
tion pnor to students* completion of their coureework. At the Univer^ 
sity of Idaho, most academic prc^ram cuts were in areas with very small 
enrollment. In those few cases where students were affected, special 
arrangements were made to accommodate their needs, including the use 
of Washir^on State University, only eight miles away. 

}^eed far Long-Range Planning 

Lack of a comprehensive, long-range plan for the umversity presented 
difficulties during the budget cutback pen<Ki. When the institution first 
expenenced finandal stress in FY1978 and FY1979, the relatively new 
administration had to deal with one budget crisis after another, guided 
essentially by a broadly defined role and mission statement rather than 
by a specific long-range plan. Need for long-range planning was recog- 
nized, but not until FYi9S4 was there an opportunity to seriously work 
toward developmg such a plan. However, this activity was recently 
begun, with the first board review scheduled for spring of 1984. 

Future Outlook 

Follow-up discussions with staff at the University of Idaho indicate 
considerable optimism about the future. The recession appears to have 
"bottomed out " State revenues have stabilized and the state's general 
economy is improvmg. Business and industry leaders are taking a more 
active role m promoting funding needs of higher education to political 
leadership in the state. Pnvate giving, which has been actively solicited 
by the umversity, continues to increase significantly and emphasis will 
be placed on such giving in connection with celebrating the university's 
100th birthday m 1989. Long-range planning, which involves all aspects 
of the campus, is expected to create renewed enthusiasm and concen- 
trate on a bnghter future. 
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Maintaining academic excellence in the midst of 
chayiging financial conditions demands constant 
attention to the university's mission and goals, and 
requires a continuous pr(x:e$s of universitywide 
strategic planning. 
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The 1983 quotation from Mkhigan State University, used to open 
this chapter, indicates omcem with universitywide {banning. But is 
unlikely that Mkh^an State Universiey (NdSU) or any institutk>n 
of higher educacbn would have rca^niaed th« in^rtance of linkages 
aixKmg financial resour^s, acadeink quality, and p:c^ram revkw during 
the expansionist l^Os. The operating {mnd|^ durir^ that period 
seemed to be that ^tsme is better^ and that fim^ndal rescHirces were at 
hand to produce nK5re. Two fectors ^ped \4SLrs airrent thinking on 
academic plannir^: (I) wisdom of hindsight and (2) rigors of planning 
during the financial crisis. 

Institutiofial Profile 

Michigan &ate University, estaWished in 1855, has been a land-'grant 
institution since 1863 and has devek^^ into a major research institu^ 
tion, becoming a member of the Association of American Universities in 
1964. In the process, the univer^ gready expanded the scope and 
depth of its program offerings through additkmal departments, t*:olleges, 
and professbnal schools. For examfde, it instituted two new nodical 
coUeges— allopathic in 1964 and c^eopathk: in 1969* 

Enroiln^nts also grew tremendously^ neariy doubling between 1960 
and 1983. In 1960, enrollment was 23,700. By 1966, it had grown to 
41,500, and in fell 1980, enrollment was at 47,300. 

By 1980, however, state su|^rt for h^er educatkm had declined* In 
1980-81, higher educatk^n, including community colleges, received 
16.9% of the 1980-Sl state general fimd baidget, down firom 20.7% in 
1966-^7. Four^year institutions received 14*^ cf the 1980-81 state 
general fond budget, down from 19.1% in 1966-67. Michigan State 
University received 19.4% of the 1980-81 state general fund budget 
appropriation for four^year institutions, down from 22,4% in 1966-67. 

Even by national standards, the state's su|^rt for h^her education 
declined. Per capita state^funded ai^ropriations to higher education in 
Michigan fell from a rank of seventh nationally in 1966-67 to twenty^ 
ninth in 1980-81. Stated-funded aj^opriations per $1000 of personal in^ 
come to higher education M from a rank of nineteenth in 1966-67 to 
thirty-eighth in 1980-81. 

Partly to o^t declining state sup^rt, tuitk)ii revenues were increased. 
Tuition at Michfgan*s public four^year colleges and universities is among 
the highest nationally of public institutions. In fell 1980, resident 
undergraduate tuition at MSU ranked e^hth highest in the membersh^ 
survey of the National Association of State Universities and Land^ 
Grant Colleges. 
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By 1980» it was dear that the expanskm of ^vk>us years miM not 
continue, given declining state ^^pwL A fiscal crisis, manifested in 
drastic reductions in state suf^it during Fiscal Year 1980-81, 
underscored the point further and kd to bng'tan^ f^anning for realkxa^ 
tion and retrenchment. This case history describes how MSU dealt 
with immediate financial problems and planned for contractkin. 

Chronology 

Financial oisis came first. As with other jHii^ institutions, MSLTs 
budgetary problems were tied to the state economy. Mkhigan*s 
economy in 19S0 was on a |H«c^Mtous downward ^arai, with littte fro^ 
bability of a rapid, major turnaround, Unempbyrocnt was soaring and 
tax revenues were fallings requiring fiirthcr state outlays, Tht state 
govemn^nt had to n^t a can^itutional requirement for a balanced 
budget. Under these conditions, state agencies could expect exwutive 
orders for reductions and return of nonexpended fond balances. 

The university also had a more immediate conom in 1^^: five 
months mto its fiscal year, it still did not have an ^^nopiatksn fiom the 
state* and it did not reliably know how much su|^rt it could expect. 

MSU had adopted a budget in Sej^mber 1980, based on a 2.5% 
increase approved by the Michigan house earikr that month. Earlkr in 
May, the senate had aj^KOved an increase amountir^ to 4%, ^wevcr, 
the legislature was at an impasse over a final a|^jropriatk>n and passed a 
continuing spending resolution for the first quarter of the state fiscal 
year at 24% of the previous year's af^jrof^iation. In November, the 
legislature approved an a|^ropriation that was 6.1% below that of the 
previous year. Suddenly, MSU feced a budget short^ of $10,1 million 
on a $204 million budget, and it took several one-time measures to deal 
With this immediate problem. In November 1980^ the university also 
began a long-range planning process. 

For 1981-82, MSU projected another budget shortfitll of $29.2 
million. Continuing commitments and essential expenditure increases 
were calculated to be $225 miilksn, but revenues, without considering 
increased state support, were estimated only at $195.8 million. 

In February 1981, the university's board of trustees revkwed this 
fiscal assessment and declared that MSU was in a '*statc of financial 
crisis."" It directed the president to produce a plan to resolve the crisis by 
the next board meeting, which was a month away. The university thus 
intensified its long-range planning prcKtss^ begun the previous 
November, and by March 22, 1981, it presented the board with a |^ 
for massive i^trenchment and reallocation of the university's resources. 
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It proposed a total reduction of $19*1 million^ of which the board 
approved $17 mtllion. 

MSU is currently in the fH'ocess of iniplementii^ its retrenchment and 
reallocation plan. Table I summarises these events. 



Date 

Sej^mber 1980 

November 1^ 
December 1980 
February 198i 



Apnl 1981 

Apnl 1981- 
Present 

October 1981 



Table I 



Action 



Three months into its fiscal year, MSU ado|^ budget 
(based on an a|^^opdation s^sf^ved by the house) 
2.5% more than ^vious year. 

State legislature ap^ves an c^|TO|»iatxon 6.1% bebw 
jKevious ^car. 

MSU tal^ one-time im^jiies to deal with immediate 
shortM. 

MSU jHojects budget ^ortfaii of $29.2 miliion for 
1981-S2. 

Board of trustees declares institution to be in a **state 
of financial crisis.*" It directs university to devebp a 
plan, 

MSU completes plans fcH' reductk>ns across all units of 
university. 

MSU proposes reductkjns of $19.1 million to board. 
Board reduces this to $17 millk>n. 

Plans for retrenchment and reallocatk^n implemented. 



Financial crisis resolutK>n wfthdrawn. 



Approaches to Retrenchment and Reallocation 

Within four months, Michi^ui &ate University implenKnted a two^ 
phase approach to retrenchn^nt: (1) one-time, across-the-board reduc^ 
tions, and (2) long-term planning to curtail the institution's size and 
scope. The first efforts were one-^time events, and their effect on the in^ 
stitution s over^Jl character was minimal. The bng^range planning 
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process, however, is critical to MSlfs future and is clearly at the crux of 
retrenchnient and reallocation at the university. 

First Reductions 

The university took four n^asures in December 1980 to eliminate the 
$10.1 million short£adI caused by lack of lunds originally bucketed for 
Fiscal Year 1980-81 but not received. First, a $20 registration fee sur^ 
charge was implemented for the winter and ^mng terms, yielding 
approximately $1,6 miliion. Second, all but **esscntial'* personnel were 
laid off for two and one^half days, yielding savii^ of $1.2 million. The 
order included administrators, faculty, and academic staff, and days 
designated for layoff were chosen to be as nondisruptivc as possible; 
they included the afternoon of December 24 and the foil days of 
Decerrf>er 29 and I>ecember 3L The |TOvost noted that a selective lay^ 
off to achieve the san^ ends would require that 130 people be laid off for 
six months (assuming an avenge salary of $18,000). 

As a third measure, special pro^cts were deferred, amounting to a 
savings of $2.3 miliion. And fourth, aaoss'the4x>ard reductions totaling 
$5 million were ordered, 

Pro^x>saU and Processes 

In submitting long-term proposals for retrenchment and reallocation to 
the board of trustees in March 1981, MSU recognised that its financial 
Situation required defining its mission more narrowly and reducing its 
programs and personnel. 

The one option we do not have is to recommend minimal changes or no 
changes .... The decision problem we fece is radically di&rcnt. Our dcd' 
sion problem is: **Whk:h programs should be su^ained and which should 
be curtailed or eliminated?** MK:h^an &ate University cannot be all things 
to all people. In feet, the university is not funded at a level which will 
allow It to continue all its current i^ograms. (Coordinated Pro' 
petals 1981, page 2) 

This recognition did not come easily. It emerged frona an intensive, 
universitywide process of decision makii^ on reallocation and retrench^ 
ment, which continues to the present. 

Retrenchment and reallocation processes at MSU have been guided 
by a fundamental consideration: all programs and activities must be 
examined m terms of centrality to the university's role and mission. To 
comply v^ith the board's directive to resolve the institution's financial 
crisis, MSU launched a series of campus planning activities. The presi' 
dent named a select advisory committee for university planntna and 
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priorities, whkh was re^xm^lc for advising him and the ptsvost about 
|xogram continuatibn, curtaimcnt, and eliminatkm. The committee was 
con^xjsed of il acnka: feoilty members a{^5omted jointly by the p:esi' 
dent and steering a>mmittee of the academic counc^. 

Several axb^antivc pknning documents were devek^sed: (1) a mission 
statement, drawing on the university's historkal rok of service, but ad- 
dressed to the establishment of guidii^ pincqslcs and p:brities in a 
perkxl of Hmitcd resources; (2) criteria for program continuatbn and 
curtailment or elimination; and (3) a statement on organisation and 
q>erating ptinc^^. 

The 198{>-82 planning process at Mich^in &atc Univcrsitj^ included: 

• G^ntmuous consultatbn with board of trustees* 

• Developing a foruat for su^estions and proposals. 

• Planning for each vice precedential area. 

• Coordination of planning among vice presidents. 

• Parallel coEege and major administrative unit lE^etings. 

• Consultation with a|^5ropriate constituendes. 

• Impact asses&a^nt. 

• Recomn^ndations to board of trustees. 




Several parameters were used in this dedsion^making process. First, 
faculty salary increases had to be sustained; the university required 
sufficknt funds to keep it competitive with peer institutions* Second, 
staff increases had to be maintained at levels prow d in collective 
bargaining contracts; third, tuition rate increases had to be held in the 
general range of the pmjected infiation rate for the coming year (tuition 
rates in professional health areas were a ^dal case); fourth, anticipatca 
appropriations from the state would be son^what below the level 
reflected in the aj^rcpriations b3I currently before the legislature; and 
finally, it was assun^d that there would be no further major change in 
the Michigan economy that would have a s^nificant impact on either 
the 1980-81 or 1981-82 general fund budget of MSU. 
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Target budget reductions were set for each univer^ty unit so that the 
total budget would s^t reductk>n requiren^nts. To formulate its own 
plan for retrenchiKnt and reallocation, each unit devebped planning 
activities and guidelines on how to meet its target bid^t. 

The College of Education provides an exampk of the way this process 
worked. For consistency in nomenclature, the ^vost's guidelines were 
adopted with regard to these definitions: (1) RtductUm in e^ort— 
reducing number of propams ofe^ by the college and for which it 
takes responsibility; and (2) RtductUm in ^^rce— i^udng number of unit 
personnel on the university payroll. 

The colleges as a unit had to plan first for a reduction of efert, which 
vi/ould then result in a reduction in force. Reductions in effort had to be 
based on qualitative cr^ria; remaining programs* therefore, had to be of 
at least the same and preferably of better quality than the other pny 
grams that existed prior to the concerted plannii^ efert. In additk>n to 
program quality indicators, reductions were to be made selectively 
withm the framework of college mission and resources. Thus, planning 
documents required faculty to define their program in the overall 
context of being part of a professional College of Education, a land-grant 
umversity, and a university that belonged to the Association of 
American Universities. Plaiming activitks for the College of Education 
required information on enrollments at undergraduate and graduate 
levels and esdmates of number of faculty and support staff associated 
with a program, along with their salaries. The level of funded and non^ 
funded research and service projects was also taken into consideration. 

Each unit m the college then compiled a imit summary that ranked 
programs with their organi^tionai components. Included in the 
summary was an assessment of which programs would be reduced, 
assuming a 10% budget reduction over several years, and a ranking by 
order of money saved. Units also had to report savings in feculty and 
support staff that would result if lowest-^nority programs were discon^ 
tmued, and to specify faculty essential to the quality of remiaining unit 
programs, as well as those who would be terminated. 

From processes such as these, each college made decisions on those 
programs to retain, reduce, or augment. 



Impact of Retrenchment 

Substantial cutbacks resulted from the university's planning process, 
enablmg it to be better prepared for sul^quent state reductions and any 
future financial difficulties. 
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Instituticfnal Support Services 

Total reductions in institutiona! suf^it amounted to $3,160,351. As 
eariy as February 1981, efforts had already been made in the office of the 
vice president for administrdtion and public affiiirs to save fiinds, 
including: 

• Substantial staff reductions by combining the office of camjxis park 
and planning with the office of fadlities planning and ^mce manage^ 
ment, and locating the new unit in one office. 

• Substantial reduction in the grounds maintenance budget by 
eliminating all seasonal labor for the sunimer. 

• Imposition of new parking rates to maintain all parfdng on campus 
on a self^pporting ba&s. 

Services also were curtailed and some staff positions eliminated in 
offices overseen by the vice president for finance and operations and 
treasurer, producing a total savings of $2 mUkyn. In the controller s 
office, for example, travel advances were no bi^er issued for tr^ 
costmg less than $750; ID cards no longer had f^otographs; the fee for 
spouse ID cards was raised from $3 to $7 and the revenue used to ofeet 
the cost of the student ID office; a central billing service was discon^ 
tmued for departments with sufficient volume to warrant independent 
billing operations; and, finally, the registration period for winter and 
spring terms waj reduced from five to three days, and outside personnel 
were no bnger hired to help. 

The university services division had to reduce its services further 
shortly after it successfully completed a program of staff reductions and 
improved services that had begun ten years earlier. AsK)ng new reduc- 
tions were a delay of up to a day in the processing of outgoing U.S. mail 
and elimination of a variety of special services, extensive delays in pnv 
cessmg purchase orders, and di?a)ntmuarce or sKxIification of various 
general stores services. 



Student Services 

The division of student affairs and services tried to maintain its level 
of student services, but consequently had to make larger cuts in other 
areas and to reorganize its services. For example, funds for the student 
activities office were cut by more than $55,000, as compared to $28,704 
for the student financal aid office, and residence hail coui^lors are now 
paid with auxiliary rather than general funds. 
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Academic Programs 

Academic program reductions totaled $13,768,19L Over $2 million of 
these cuts were in administration. As an example, xhe provcst^s office 
reduced its budget by $1.6 million, eliminating an administrative faculty 
staff position, reducing and reorganizing its office of institutional 
research, placing the instructional media center on a self-supporting 
basis, and instituting other reductions. The office of the assistant 
provost for academic administration saved $554,000 throu^ reorganiza^ 
tion and budget reductions. 

Within academic programs themselves, some core colleges incurred 
major reductions. The College of Arts and Letters reduced its budget by 
$970,022. Among other reductions, the department of humanities lost 
7^50 feculty; the departments of linguistics and of German, Russian, 
Oriental, and African languages were merged; and the studio art 
program was curtailed. 

The College of Natural Science instituted savings amounting to $1.2 
million. Major savmgs occurred v^rith elimmaticn of the science and 
mathematics teaching center ($194,000), reduction or elimination of 
laboratories in the department of natural science ($350,500), and savings 
from retirements and open positions in selected departments ($202,600), 

The College of Social Science also incurred reductions nearing $1 
million, includmg elimination of all instructional programs in the Justin 
Morrill Inter-Oillege program^s instructional core. This elimmation 
alone saved $348,124. The department of social science/general educa- 
tion also incufred a substantial reduction of $110,000. 

The College of Education was another division that experienced 
heavy reduaions, more than $1 million. Its largest reduction was in per- 
sonnel, through retirements and open positions, for a total of $214,000. 
its second largest cut was through administrative reorganization of the 
dean's office and the departments, for a savings of $212,000. 

Even the Colleges of Medicine had substantial cuts. The College of 
Human Medicine reduced its budget by $1.4 million. It eliminated its 
funding for the School of Medical Technology, for a savings of $144,288, 
and substantially curtailed llinding for its behavioral social science pro- 
gram ($116,390) and its Office of Medical Education Research and 
Development ($119,314). The college also designated program support 
fiinds to support ongoing commitments v^ith its medical service plan and 
transferred $300,000 m faculty support from the general fund to the 
medical service plan to avoid additional faculty layoffs. 

The College of Osteopathic Medicme cut its fimds by just over $1 
million. Its major reductions were achieved by: eliminating the office of 
medical education, research, and development ($156,852), curtailing 
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advising and other nonessential teaching efforts and su|^rt ($244,848), 
curtailing administration ($109,198), and reducing research suf^rt and 
the visiting professor program ($130,030). 

Some colleges had Ic^ substantai cuts. The College of Business 
reduced its budget by $523,317, through such steps as elimination of the 
bureau of Inisiness and economic research ($188,';^1) and retirement of 
three full professors who were i^Uced by assi^Bnt professors, for a 
total savings of $26,010. Anotl^r $156,044 was saved by eliminating 
courses in the buaness educatK)n and c^ce administratkm department. 
The College of Communicatkm Arts and Sciences saved $134,000, 
largely by transferring s^niScant numbers of feculty from an aimual'5?ear 
basis to an academic^year basis ($56,176), and by curtailing and 
elimmatmg other programs. In the College of Ri^eering, the kidget 
was cut by $249,000. Reductkms included savings of $75,000 in the col- 
lege summer program, $25,000 in the lifebng education and cooperative 
education programs, and $40,000 in short-term research support in the 
division of engineering research. 



Factdty and Staff Reductions 

By declaring a "state of financial aisis*" in February, MSLTs board of 
trustees gave the university legal sanction to consider laying off tenured 
faculty who held their appointn^ts until retir^ent, absent conditions 
of financial ex^ency. It was clear that MSLTs financial crisis required 
savings in personnel costs, the largest expenditure for any institution of 
higher education, 

Reductions^-force called forth creative solutk^ns to the painful pro^ 
cess of deciding whom to lay off. Aj^roximately 900 pc^ons ^ere 
elnninated, of which 250 were tenure system fetculty and ^daiists with 
job security. Of these positions, about half were identified as vacancies, 
transfers, retirements, or resignations. Of remaining faculty portions, 
1 1 1 were tenured faculty and 3 were tenure system faculty on proba- 
tionary appointment. Table 11 shows how staff empbyment status 
changed. 

Special retirement options and intra-univer^ity tranrfers were offered 
to affected employees. As a result, the massive task cf reassignment and 
retrenchment was accomplished with these results: 

• No tenured faculty member was terminated involuntarily, 

• No specialist with job security was terminated involuntarily. 
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Table n 

Total Persofmd Options/ Akctions 

Total Faculty Specialittt 





No. 


% 


No. 


% 


No. 


% 


I. Retirement — regular/ 


7 


5.6 


7 


6.0 


0 


0 


2. Voluntary resignation 


3 


2.4 


3 


2.6 


0 


0 


3. Incentive frfans/specal 
retirement cither 
imiaediately or after 


11 


8.9 


10 


8.8 


1 


10,0 


4. incentive j^ans either 
iininediateiy or after 
1981-82 


56 


45.0 


50 


44.0 


6 


60.0 


S, Part-time tenure 

(m curtailed units oniy) 


6 


4.9 


6 


5.3 


0 


0 


6. Pransfers to other units 


13 


10.5 


13 


11.4 


0 


0 


7. Reasssgnments into open 
positions in other units 


23 


18.5 


23 


20.0 


0 


0 


8, Nonrenewal of 


5 


4,0 


2 


1.8 


3 


30.0 


ap|X)intinents of 
probationary feculty/ 
^aaiists 














TOTAL 


124 


99.8* 


114 


99.9* 


10 


100.0 



•Figures may not add up to 100% due to rounding. 



• All tenure system faculty and ^dalists in the jd? security system 
on probationary appointments had terms of their appointiaents 
honored in full. 

• Four tenured faculty from the ordinal total rcm'»^'ncd as indivkiuals 
with "no options selected " After consultatkm with tiiese 
indi'/iduais and relevant academic units, they were rcasagned to 
other university units that had continuing fund su^rt. 



ERIC 



76 



70 



ReaHoastion 



• Between 230 and 240 tenure system and job security system 
positions have been or will be eliminated. 

Two nujoi' considerations guided this personnel reduction process: 
assistance to tenured fecuky and sustaining affirmative action 
commitments. 

The university o&red a variety of incentive retirement options to 
tenured fecuky on a onetime basis only, to be chosen by August 31, 
1981. To further ease problems, special retirement of^ns were 
reinstated in February 1982 and were available until June 15, 1982. 
They included: 

Unpaid Leave of Mscnce. An employee took a leave of absence 
without pay for up to two years, ending with retirement. Eligible 
employees had to be vested for retirement by the end of the period. 
They received the university s regular contribution toward health and 
dental insurance, but had to pay the cost of other o|^onal benefits. 
They could be^ to draw their retirement fimds during this period. 

Buised Retirement. Empbyees reduced their employn^nt status to 
part'time. They also had to be vested for their retirement by the end of 
the penod. not to exceed two years. The employee had to be employed 
for 50% of the time and for at kast nine months during this phased 
period. 

Early Retirement Salary Adjustment. Employees could be granted 
special salary increases which they could invest in TIAA-CREF to limit 
reduction in contract contributions resulting from early retirement. 
EligiMity requirements applied under this option were similar to those 
under other options. 

Waiver of Retirement Options. In exceptional situations that would 
result in demonstrable savings, MSU would consider waiving minimum 
retirement requirements. 

Throughout the budget reduction pro<^ss, administrators and asnsti- 
tuent groups agreed on the need to monitor the impaa of reduction 
plans on employment progress for women and minorities. According to 
one administrator. The goal was to move through the budget reduction 
process without any loss in the relative representation of women and 
mmorities." It appears that the goal was achieved. There was an 
mcrease from 7.1% in fkll 1980 to 7.6% in M 1981 for minorities in the 
tenure system. Women mcreased from 13.4% to 13.6%. Minorite and 
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nonmmority women with continuing af^intments (tenure system and 
job security) increased from 7% to 7.6% and from 18,3% to 19.1%, 
respectively. The percentage of minorities in the total academic person^ 
nel system increased from 8. 1 to 8.9. However^ nonminority won^n in 
the total academic personnel system decreased from 23.7% to 23.2% 
because of a decrease in temporary feculty and stai. The hiring rate 
decreased, but the rate of reaj^inta^nt was con^sarabk to other years. 

MSU achieved considerate success in persuading Acuity that its |^an 
for dealing with tenured personnel was compassionate and economically 
appropriate. One measure of its suoess is the fevorabk report on MSU 
policies in the March'April 1982 Academe, published by the American 
Association of University Professors (^Preserving Tenure: Com^ 
fnitments m Hard Tunes, The Michigan State Experience,** by 
Mordechai Krcinin). 



Summary 

Michigan State University was the first major instituticn to deal with 
retrenchment dunng the late 1970s and early 1980s. It had neither 
guidelmes nor theoretical itKxieb to follow in shaping a retrenchment 
process. However, its experiences are instructive in suggesting some 
policies and practices to help other institutions. In particular: 

• MSU established and sustained the idea that the ^ issue %cm 
centrality of programs to the instUxitions rde and mission. 

• Longmin costs and benefits were cvduated before reductions 
occurred. For example, libraries did not receive as lai^e a reduc' 
tion as other areas for fear that such cuts would impair the 
institution over the long haul. 

• Seme units received tnore funds to help MSU get through this 
difficult period. Development activities were increased, starting 
with a number of small capital campai^s. This commitment of 
funds during cutbacks enabled the university to.raise $9 million, 

• Communtcaticm dtnong dl staff of the university improved, Th^ 
administration frankly stated MSU^s problems and invited 
campuswide participation- Academic and business areas of MSU 
developed a team approach. 

• The governance process was stren^hened. Faculty and staff worked 
together under tight deadlines to produce a eduction plan. 



78 



72 



The experknce of Michigan &ate University demonstrates that, 
while retrenchment can be traumatic, it can also lead to thorough assess^ 
ment of an institution's bng'term role and mission. &ich assessn^t can 
result in a reallocation process that can strengthen the quality of 
academic and support programs and enable an institution to refund 
e&ctivcly to future challenges. 
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The University 

of Michigan-Ann Arbor 



, Mi 



In simplest te-^nnss . .no more tkan tite coni;en' 
tional and prudent practice of "tnaintaining suffi- 
cient financial liquidity so that if revenues fall, or 
expenditures nurrease tinexpectedly, ynmiies can he 
found to fill the gap. That gives the organization 
time to adjust, it avoids crisis managejnent and 
sudden disruptions in opcratimvs which might 
cause permanent and irreparahle damage, . , 

As an institution, we are choosing to give up 
soy^iethmg (a modest fractimi of our size and 
scope) in order to meet other higher pricnHties , , 
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The opening observations from Harold T. Shapiro, president, and Bili/ 
E. Frye, vicc-president for academic a^irs, dcscr3>e the rationak that 
has guided the University of Michi^ through reallocation and 
retrenchment since the late l97(h. 

Since the early sevenths, it has been clear that the university would 
not continue to receive the fevel of state suf^x>rt it had f^vksusiy en^ 
joyed. In 1970-71, Michigan's governor withheld Uidgeted funds from 
state agencies in order to balance the budget, and tf^ university had to 
levy a 1% midyear Uidgct reductkrn on all its units and request them to 
prepare for a 3% cut in the fblbwing year's base bucket. 

In 1977, Harold Siapiro, now president of the Univeisity of 
Michigan, became vice^prcskicnt for academic a&irs on the Ann Arbor 
campus. That position carrkd with it the chairmansh^ of the committee 
on bucket administration, maidi^ hm chief budget oflker for the univer' 
sity s general fond. Under his directum, j^aimin^, buc^etir^, and evalua^ 
tion activities that had occurred separately in earlier years becan^ one 
integrated process and a dear purpc^ for planning enu^rgcd: the 
reallocation of scarce resource. 

This case study describes how the University of Michigan^Ann 
Arbor made such reallocation decisions. 



Institutional Profile 

The University of Mich^an is a major institution with significant 
commitments in undergraduate and graduate education, professional 
education, advanced research training, and scholai^ps. The Ann 
Arbor campus enrolls about 35,000 stucknts, almost all of whom are foil-- 
tune; about two-thirds are undergraduates. Enrolk^nt today is about 
1,600 students fewer than in 1972-73. Instructbnal staff nun^rs about 
4,500, with 2*200 serving as foll-tirrc feculty. The remainder are 
graduate teaching fellows and adjunct staff. The univemty is known for 
having one of the most distinguished faculties in the country, a reputa^ 
tion enabled in part by exo^n^ly generous state appropriations begin' 
mng m the l870s. 

Early reductions did not seriously affect the university's efforts to 
carry out programs in its areas of commits^nt. The revenue situation for 
academic programs, however, gradually deteriorated from 1972-73 to 
1982^3, In 1972-73, 43.3% or $130.6 million of total university 
revenues of $30L4 million were from the Ann Arbor general fond. In 
1982-83, the university had income of $759,4 million* of which $277.8 
million, or 36.6%, came from the Ann Arbor general fond. In 1983, this 
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fund paid for 57.2% of core instructional and research budgets, although 
this state suj^rt accounted for only 30.5% of the total educational and 
general budget. State suf^rt for educational and general declined from 
37.8% in 1972-73 to 30.5% in 1982-83. These figures do not include 
medical activities (hospital and |MX)fessionaI fees) in the auxiliary 
activities fund, which increased from $62 million in 1972^73 to $263.6 
million in 1982-83. 

In 1982'-83, the university general fund received $132 million in state 
aj^ropriations, $120 million in student fees, $23 million from the federal 
government, and $3 million in other funds. For the decade 1973-1983, 
student fees' contribution rose from 29% of total revenues to 43%; state 
appropriations declined from 61% to 47*5%. 

In the university's more recent history, reallocation has occurred in 
two distinct penods. The first period started in 1977 when the ^'priority 
fund*" was established for three years to give the university budgetary 
flexibility so that it could effectively respond to emei^ging financial prob- 
lems. Under this fund, units returned af^jroximately 1% of their budget 
to central administration; thes^^ funds were, in turn, reallocated back 
into base budgets. Over the life of the funds, ironey was generally 
reallocated from noninstructional units and noninstructional frinctions 
within academic units into instructional functions. Within schools and 
colleges, reductions in the first year tended to occur in central collegiate 
accounts. However, in successive years, reductions occurred increas- 
ingly in subsidiary units of colleges. 

Requests from various units for priority fund allocations were similar 
to normal budget requests, most being for a single year. Also, there were 
more requests for faculty and staff than for nonsakry items, and more for 
improving existing programs than for developing new ones. 

Foilowmg a budget crisis spawned by declines in the state economy in 
I9S0--81, dunng which severe reductions occurred, the university began 
Its second reallocation effort. In 1982, it established the **five'year plan/' 
a concept similar to the pnority fund in that it also captures funds fit>m 
units for reallocation by the central administration- This tin^, however, 
more severe reductions of some units have been anticipated due to 
perceived future problems such as declining enrolln^nt, accumulated 
delayed maintenance and equipment costs, and modest state af^ropria* 
tions. 

In both mtemal and external aoivities, the university now focuses on 
usmg resources effectively through reallocation. Within this overall 
framework, however, it has had to deal with budgetary crises similar to 
those faced by institutions in other beleaguered states. 
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Chronology 

The history of the University of Michi^ui's iiealiocation exper^nces 
differs somewhat from that of many other inst^tions that have 
undergone budget reducions. At tliose institutions, budgetary decistons 
dominate the story in the sense that retrenchcient ransi^d basically of 
cost<utting measures in responbe to cudmcks in state appropriations. 
At the University of Michigan, the reallocation process itself is as impor^ 
tant as specific leduction o^asures. Establishn^t of the priority fund in 
1977, before any severe reductions in state af^ropriations actually 
occurred, reflects the anticipatory nature of the u iiversity*s approach to 
retrenchment. 

There are four significant developments in Michigan's : '^.^nence with 
reallocation: 

Fir^. In 1977, the university intrcxluced the priority fiind, the first 
universitywide mechanism for reallocation. The fund was established for 
a three-year p**riod primarily to achieve budgetary flexibility. 

Second. In tall 1980, the university facxd a major budgetary shortfall, 
following a series of disaf^intments regarding state appropriadons. 
Earlier in January, the governor had announce a proposed 9.5% 
increase for higher education, and university administrators projected an 
appropriation of about $138 million, which would not have kept up with 
the rate of inflation but was st21 $12 miiHon more thtm the previous ap 
propnation. This proposed 9.5% increase was scaled down to a pro- 
jeaed 3% increase, on the basis of which tlte university drew up a 
budget mcorporating a 9% increase in facult>^ salaries. Appropriations 
for 198(>-S1 were not approved until after the fall elections, nearly six 
months after the beginning of the univer^tyV fiscal year. It later became 
apparent that the appropriation was likely to be 96% of the previous 
year s sum, or 4% lower than the univereity*s worst expectations. The 
anal state appropriation in December 19S0 was one percentage point 
lower than the anticipate* ^% reduction, producing an extra $3 million 
shortfall on top of the $9 nitUion deficit expected earlier (based on the 
assumed 3% sta appropriation increase). To accommodate these short' 
falls, the universi reduced 1980--S1 expenditures and enacted some 
base budget reductions gomg into the 1981-82 fiscal year. 

Third. In February 1982, the university introduced a new five-year 
reallocation plan to produce $20 million, or about 7.5% of the 1981-82 
general fund budget, that would revert to the central administration for 
reallocation to high Dtionty concerns. 

Fourth. By August 1982, the uriversity had to brace itself for still 
another series of state-ordered reductions due to a $150 miilion deficit iii 
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state budget. The university antiapated this shortfall and prepared for 
the contingency by freezing major expenditures in selected central 
accounts. 

Table I provides an overview of reallocation at the University of 
Michigan. 

Table I 



Date 



1977 



January 1980 
SumiTicr 1980 



September 1980 



Ov'ober 1980 



December 1980 

February 1982 

Summer 1982 
Summer 1983 



Action 

The "prpnty fund*" is established to realloca - resources 
throu^ a ^'tax** on units within the univer^. Fund 
resources over three years expected to total $3.8 millKjn. 

Govemoi' announces a proposed 9.5% increase in state 
appropriations for higher education. 

With sta^* revenues dedsiiir^, the university prepares 
budget bised on an assun^ 3% increase in aj^^ropna- 
mns over the p^vkjus year and a 9% increase in feiilty 
salanes. 

University learns that it will px^bably get 96% of the 
previous year's appropriation, yielding a $9 miliion budget 
shortfall. Legislature stiE does not set appropriation- Each 
umt prepares contingency plans. 

Administration deals with immediate shortfeU by cutting 
$6 million from equij^i^t purchases and other central 
accounts unti next fiscal year and preparing all units to 
cut salary budgets by 6% hr the next fiscal year. 

Actual afpropnation reduction is 5%, creating an addi- 
tional $3 million shortM. Selective cuts made m rnstitU' 
tjonal suj^rt unjts. 

The "^five'year plan** to produc^^ $20 million over five 
years announced. Central administration tn reallocate 
these funds. 

$5 million captured for reallocation into fecchy salaries; 
three major reviews of schools and colleges init*'^ted, 

A total of $4 milik>n, captured fiom reductbns in all units, 
reallocated into ^veral areas, ir«.^udhg specai market 
adjustments for &culty and staff, ir 'Actional equipment^ 
and graduate finandai aid. 
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Approach^ to Reallocation and Retrenchment 

The UniverKty of Mkh^jan has stressed the in^rtance of realloca' 
tion rather than retrenchment only in its e&rts to adapt to its changing 
financial situation. Therefore, when units of the univereity are asked to 
examine their activities and to decide on prkirities, they are to dctennine 
what should be improved or sustained as well as what would be cut 
back. To the fullest extent possi^, the university has sought to have 
funds available to achkve its goals. 

First Reallocation Effort: TTte Priority Fund 

When the priority fund was established in December 1977, the 
university declared: 

It IS vital that the universty maintain its ability, even through periods of 
stable real<bilar buckets, to adaj«: to (the) chan^ mterests (of students 
and feculty, the devck^»nent of new areas of knowledge, and the mterests 
of socKty), as weD as to assist existing fsograms which are, in vkw of our 
pnonties, relatively underftmded. Buc^eUsry fkxsMity is an essential ingre- 
dient of the <ibility to respend to both of these chc^ges. (e-^jhasis added) 

Various changes during the 197(^ pointed to the need for budgetary 
flexibility. The penod of sustained growth in the 1960b was succeeded 
by a period of declining state support, owing tc. general economic dif- 
ficulties, and of institutijnal cost increases. Dc^site a variety of 
measures undertaken to deal with these osnditbns, such as ad hoc 
across'the-board reductions, significant Uiition increases, and deferral of 
maintenance expenditures, it became clear by 1977 that there was in' 
adequate slack in the bucket. There was a need for alternative strategies 
to maintain or improve program quality over the aiming decade within a 
stable, real-dollar budget, and the diferential multi'year reallocation pro' 
cedure known as the "priority fund" arc^ from this need. The fund was 
one means of helping unitf implement a large evaluation and planning 
effort that had been initiated several years earlier. 

Under terms of the fund, whkh was established for three years 
subject to rcevaluation, each unit s base general fund budget was 
reduced by 1% of the previous year's bucket. In cflfect, this was an 
annual tax on base budgets. The university anticipated savings of 
approximately $1 million, $1.3 million, and $1.5 million in the three-year 
penod. This money would then be reallocated into base budgets of 
selected units, depending on university prio'^tks. 

There were two exceptions to this general plan. Fast, staff benefits, 
purchased utilities, and mandatory transfers were not included in reduc' 
tions. Second, research and mstcuoion bus^ets of academic units were 
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reduced at a more gradual pac^ ov^r a three-year period. Starting with 
1978-79, these buckets were reduced each year by .333%, .666%, and 
1%, re^ctively. 

At the v.utset of the process, the university cited criteria to be used 
for reallocation dedsions. Among these werc: 

• Program's centrabty to university, viewed in tenns of its 
pertinence to and su|^rt of growth, preservation, and com- 
munication of knowledge. 

• Current and projected future societal demands for graduates 
and /or services of program. 

• Impact on university's relationship with community, other 
uruN^ersities, and governments. 

• Cunrent reputation and quality of program, considering national 
ratings, professional accreditation standards, research produce 
tivity, qualification of entering students, quaHty of graduate 
placement, and attntion of students. 

Initially, priority fund procedures required that units submit their re- 
quests ror reallocation from the priority fiind to the vice president for 
academic afiairs (also chairman of the committee on budget administra- 
tion), at least two weeks before the xmiVs annual budget conference, 
scheduled during February and March; reallocation decisions were 
announced in May. This schedule made it difficult for units to recruit 
faculty and to plan programs for the coming year. To alleviate this proh- 
lem, the unified request and planning/budgeting conferences were 
moved to early fall, before the primary recruiting season, and, whenever 
possible, a partial allocation of priority funds was made in die fell to 
assist m recruiting. 

The CDmmittee on budget administration was advised by the budget 
pnonties committee, a group that included nine feculty members chosen 
by the faculty senate, two vice presidents chosen by ti^e pi.'e^dent, two 
deanr. appointed by the vice p-esident for academic aSairs, and two 
students chosen by the student assembly. 

Umv heads responded to necessary reductions in different ways. Some 
made ' cross-the-board cuts m programs and departn^nts. Others made 
differential cuts, usually focusing on nonsalary accounts that were 
already underfunded when compared to salaries. In the first year, large 
schools and colleges tended to al^rb much of the reduction in their 
collegiate accounts. In the second and third years, these schools and 
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colleges took reductions that were both larger and more selective from 
their subsidiary units. 

The pnority fund concept fostered reallcKations in the first two years, 
as the fund was phased in; noninstructional Inic^ets wtie taxed more 
he-^vily than instructional budgets. Also, schools and coEeges received 
much more from the fund than did suj^rt units. 

A need recognised by the central administration and by some units 
was to move dollars from salary to nonsalary uses. To accomplish this 
and provide incentives, the central administration gave multi^year grants 
to selected units for equif^i^nt. It was understood that units would 
match priority fund allocations with further internal reallocation, 
thereby building up equipment accounts more rapidly. 

The priority fund produced many beneficial efects. It &dlitated 
academic program planning both from the central and the college 
perspective. Knowing that reductions wei« needed for at least three 
successive years caused units to ^gage in more long-term academic and 
fiscal plannmg and to retain some budget fiex&ility. Schools and colleges 
gained more leverage with programs and departn^nts, mostly in terms of 
reallocation of faculty positions. By providing a mar^ of new dollars, 
fund allocations helped in the implementation of program plans for some 
units. On the other hand, some nonacademic units raised, or attempted 
to raise, their fees to compensate tor priority fund reductions, which 
defeated in part the fund s purposes. Fee raises of this nature tended to 
occur in areas where it was possible to impose increases in application or 
service fees and internal recharge rates, such as computer services and 
physical plant maintenance. Other units indicated some charges for 
services that had previously been provided at no cost to recipient units. 

Reallocation Becomes Retrenchtnent 

In 1980, this qualitative approach to constrained financial resources 
faced a major obstacle: Michigan*s deteriorating economic situation 
made it difficult for the state government to dedde on appropriations for 
h^her education until well into the institution s fiscal year, AiiK>ng 
other factors, plummeting auto sales had multiple effects in terms of 
declining state revenues on the one hand and increasing expenditures for 
unemployment payments on the other. 

By June 1980, the university realised that its state appropriation might 
increase by as little as 3%. Countir^ on this amount^ it decided to go 
ahead with a budget that incorporated a 9% faculty salary increase. The 
university was particularly concerned about losing faculty to other com^' 
parable research institutions if the raise did not go throu^. It also knew, 
however, that any smaller state appropriation would require all units to 
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reduce their budgets, in feet, this commitinent to inaeasing feculty 
salanes senously impaired the university s fiexibility in responding to 
further cuts. 

In anticipation of further reductions, the university asked all units to 
develop contingency plans detailing how they could cut their budgets by 
1, 2, or 0% depending on the final state appropriation. These plans were 
too optimistic: the state appropriation was f^jected as being closer to 
96% of the pH-evious year's figure, and the university had to cut $9 
million from its budget immediately in the fell. Three million doUai^ of 
this reduction came from units' contingency plans based on 0% increase. 
Another six mill-on dollars came from deferring equipment purchases 
and otiier centrally controlled expenses. 

Havmg feced a number of unanticipated budget reductions, the 
admmistration decided that it had to develop plans for base reductions 
for the 1981-82 fiscal year. At the same time, it deeded to include a 
provision for reallocation of funds in reduction plans. In October 1980, 
ail university units were asked to submit plans for a 6% reduction that 
would yield approximately $9.2 million, one million more than the 
anticipat \ shortfall. Additional funds would be distnhuted among 
particularly needy umts. Schools and colleges had just four weeks to 
comply; furthermore, they were not permitted to hire any employees 
until their particular reduction plan was approved. 

Units used several approaches to arrive at mandatory 6% reductions. 
In some cases, for exan^ple, faculty salanes were moved from general 
funds. Some faculty appointments were changed from an annual to an 
^icademic-year basis, and vacant positions were not filled, Sor'C adjunct 
and part'time staff were notified that they would not be reappointed for 
vhe followmg year. 

S^me units found relief from drastic reductions, however, when their 
pleas were heeded by the admmistration. The College of Literature, 
Science, and Arts' $2.2 million budget cut was eased by $300,000, and 
It later received a one-timeonly grant of $340,000. The Law School's 
reduction of $202,000 was trimmed to just under $40,000, Pharmacy s 
reduction of $73,000 was dropped to $36,000, and Engineering had its 
scheduled reduction of $629,(XX) completely eliminated. 

Efforts to cover antiapated budget reductions, however, proved to be 
insufficient. When the university finally received its state appropriation 
m December 19G0, it was still another 1% below the previously 
expected 4% reduction, an additional $3 million shortfall. This time, the 
univereity made selective and deep cuts in a few nonacademic units. 
The Center for Research on Learning and Teaching was reduced by 
$100,000, the Michigan media program lost $200,000; recreational 
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sports lost $130,000; and radk> station WUOM lost $100,000, The 
largest cut came n the extension sersrice» down by $1.2 rdBon from a 
total budget of $1.9 million. This rcdvction virtually gutted the 
separately budgeted extension service program; ptzt/^ re^nsibility 
was transfemed to individual schools and colleges. 

There is general ag'een^nt within the university that many cuts made 
during the 1980-81 budget crisis were not as effective as they would 
have been had they been made under kss time i^essure. On the whole, 
however, administrators felt that the crisis was handkd well. Further^ 
more, the 1930-81 Inidget cuts were viewed as only the beginning of a 
long process ot internal reallocation of funds from bwer to higher prior^ 
ity prograxns. 



A l^ew ReaUocatian Fian 

Following these retrenchment dedsioiis for 1981^, long-term plan^ 
ning for reallocation began once again. Such planning is considered 
essential because the future outlook indicates that the current most 
critical problem— declining state suj^rt— is likely to continue due to a 
projected demographic decline of 20 to 30% in the traditbnal ajilege-^e 
population. Furthenmre, from the university's viewpoint, these prob 
lems are likely to be further cos^unded by reduced flexibility for 
internal reallocation because of several fectors: (1) low staff turnover 
rate, (2) increasing proportk^i of tenured &culty, (3) continued 
accumulation of delayed maintenance and equ^^nent costs that will 
become increasingly urgent, (4) continued prol^ms wiUi inflation, and 
(5) continued uncertainty regarding federal fundmg. 

In February 1982, the vice president for academic afiairs issued new 
instructions for a Bve^year reallocation j^an to free $20 mfliion, or about 
7-5% of the 1981-82 general fund kidget^ for new or inoieased funding 
of targeted activities. There will be no net reduction m the university's 
general fund budget base as a result of this i^ogram. The goal is to 
reallocate, on average, at least $4 million per year, which is proxi- 
mately 2% of the academic and admini^rative and suf^rt units* 
budget; reductions are to occur at the earlkst reasonable time in the 
five-year cycle. 

The vice president identi&d six programmatic (rather than organiza^ 
tional) areas as beneficiaries of realIocatK>n: (1) salaries for faculty and 
staff, (2) research, including generation of better incentives for research, 
(3) undergraduate teaching and incentives for ber-*r toaching, (4) im^ 
proved h '^el of n^rit^^ascd suf^x>rt for graduate students, (5) funds to 
regenerate budgetary caj^dty to re^ond to new intellectual 
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developments and social needs, and to provide for selected prc^ram 
growth and developn^t, and (6) improved level of su^rt for instruD' 
tionai and research equipment and renovation of physicai plant. 

With ftinds returned to the central administration under this pkn, the 
university could transfer money to pr^rity areas, using normal 
budgetary deosion-making and governance procedures. Units would be 
required to submit requests for support in h^h'priority areas; the vice 
president for academic afeirs, with assistance from the budget priorities 
committee and committee on budget administration, would then 
redistribute funds to budgetary units. Funds would not be reallocated 
acre ss-thc-board, but would be distributed differentially based on 
quai. y, ment, need, and new intellectual development. 

The new reallocation process is based on two categories of reductions: 
bsge reductions in selective program areas or closures, and variable' 
shared reductions (VSR) in all other units. The first aj^mach applies to 
reductions that exceed 20 to 30% of a unit s budget over the five-year 
penod. Vanabie-shared reductions will occur in ail units that are nor in 
the first category. For instructional functions of most schools and col' 
leges, VSRs will range from 0-10%, averaging 5% over the period. For 
admmistrative and support units, the VSRs will range ftotn 5 to 15%, 
averaging ever 10% during the pericd. The reallocation plan therefore 
continues the trend of shAing resources from administrative and sup- 
port functions to mstruction and research. 

Under the new reallocation process, major budget reductions in 
selected academic programs began in early 1983. ^^me specific program 
reductions were: Extension— $123,000 (one^halt oi the remaining pro- 
gram); Institute of Labor and Industrial Relations— $106,000; and the 
Institute for Study ^f Mental Retardation— $290,000 (elimination of the 
entire program). 

The process foDowed the basic procedure outlined in the **Regenta! 
Program Discontinuance Guidelines,*" which were used in program 
reviews m 1980-^L The vice president for academic afiairs, with 
assistance from the budget priorities committee and committee ou 
budget administration, developed a list of programs for which it was 
reasonable to propose major budget reductions or closure in light of 
criteria stated in the regental guidelines. Each identified unit was 
reviewed by a faculty^student committee functioning as a subcommittee 
of the budget priorities committee; all review committee members were 
from outside the unit bcmg reviewed. The budget priorities committee 
assessed the suba^mmittee report and submitted its evaluation and 
recommendations, mduding possible alternatives, to the vice president 
for academic afeurs who, w:|h the committee on budget admiriLstration, 
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made cither a final decision or a recomraendation to the ix>a:i, as 
appropriate. 

Procedures were provided for partidp^xtion by the unit being reviewed 
and for obtairung views of others m the univet^ty community— and 
other interested or afiected parties— through letters and both public and 
pnv3te hearings. There were already students on the budget priorities 
committee; further student parbapation 3i specific reviews was 
encouraged where appropriate. 

There may be circumstances, particularly in institutional support 
areas, when these procedures are not the most appropriate for making 
necessary budget adjustments. In such instasices, tne appropriate vice 
prF&jdent n^y ^^Vise more suitable alternative praxdures in consulta- 
tion widi the corres^nding faculty advisory committee, budget 
priorities coiTumttce, and committee on budget administration. 

initially, three schools— Art, Natural Resources, and Educa'- 
tiou'-were targeted for loajor selective program reduction. After review 
and once a reduction target is set-'40F& reduction in the School of 
Education, for exampk^-a faculty transition team in the affected school 
15 given two to three months to dev^.bp a plan for phasmg in the reduc- 
tion over three tc five years. The feculty plan then is submitted to the 
central administration for review, and negotiations follow to develop a 
final plan. 

Thus far, the universir/ has reallocated $9 mfflon dollars under the 
tivc-year plan. In 198^-^3, $5 million in reductions from instructional 
and nonmstructional units were reallocated to faculty salanes. Faculty 
salary^ increases, it should noted, are based on merit and are not 
aaoss-the^board. In the I9S3-S4 budget, $4 million captured from 
reductions m all unit^ were targeted for distribution into several areas: 
ment support for graduate students (Si million), instructional equipment 
(Si -nillion), library acquisitions ($500,000), academic program develop- 
ment ($500,000)^ ai^d special market adjustments for faculty and staff 
($1 m].bon). 
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Summary 

When this case study was completed m spring 1983^ the Univers!t>' of 
Michjigan at Aan Ar!*tor still had major steps remaming to complete the 
last three years of the reall<x:ation plan. Therefore, this case study is 
useful pnnopally foi descnbmg how a lai^e uriiversity approached the 
process of planning for reillocaDor^ raiKer than fur what it has already 
accomplished. 
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Senior adminisimtors who were interviewed stressed that rediocation 
iind retrenchment depend first and foremost on an institution s review 
and assessment of its purpose iis well at its current and future situation. 
This process at the University of Mich^ari focused on three questiorxs: 

1. How does the university perceive its role and mission? 

2. What are the university's resources in terms of funds, fetcuky, 
^^id programs? 

3. How long does the university believe the state's economic 
problems will continue? 

The University of Michigan's responses to tiiese questions are clearly 
reflected in the way it approached reallocation first in ^977 and again in 
1982. First, the universit>' sees itself as a niajor research in^tution that [ 
serves both state and national interests through the high quality of its 
faculty and programs. High quality is considered the key to sustaining 
institutional role and mission. Second, the university assessed itself to 
detennme which areas and programs should be reduc^ and which 
should receive recaptured money. Third, the university viewed the 
state's economic problems as long-term m nature, and consequentJy it 
developed first a diree-year and then a five-year reallocation plan to deal - 
with budgetar/ consequences of these pmblems. Proems are to be ^ 
reduced over a three- to five-^year penod and funds saved thereby are to 
be reallocated to insure that the University of ^4ich^an can sustain its 
position as a major educational resource. 

Internal reallocation of resources at the Univer^ty of Michigan com- 
prised the fer of three action plans dev^d to deal with what is fore- 
seen to be a contmuing rather than a tem^raiy problem— scarce 5 
resources, primarily in terms of dwindling state support. The other two 
plans consist of lenewed efforts to strengthen the partnership between 
state and university and a greatly enhanced program of private suf^rt 
through gifts and endowments. Further, the unis^ersity has engaged in 
significant efforts to reduce expenses, particularly in energy areas, and 
has uken steps to insure that nongeneral fund activities pay for services 
provided by general fund units. 

The signiicance of the reallocation plan is that it is a self-help measure 
With an overall positive thrust: it represents a continued a>mmiSment to 
pre^sea^e the university's long tradition of excellence through deploy- - 
ment of existing resources to areas of greatest merit and promise, rather 
than through the more short-term measure of ''shared austerity'' which 
the administration felt would be detrimental to the quality of the institu- 
tion as a whole. Furthermore, the University of Mich^an s aj^oach to ^ 
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declining financial resources is anticipatory rather than reactive in 
nature and, in effect, enables the univeraity to make informed, though 
still difficulty choices. 
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